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PUBLIC HEALTH SERVICE ACT 
(Mortgage Loan Insurance) 





WEDNESDAY, APRIL 28, 1954 


House or REPRESENTATIVES, 
CoMMITTER ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in room 1334, New 
House Office Building, Hon. Charles A. Wolverton (chairman) pre- 
siding. 

The CHarrman, The committee will please be in order. 

Today, we open our hearings on H. R. 7700, a new legislative pro- 
posal which emerged from the extensive hearings conducted by this 
committee on ways to afford protection for greater and greater num- 
bers of our people against the appalling ravages and the staggering 
costs of catastrophic illness. 

Confronted with the array of pressing medical-care problems fac- 
ing our people today, this committee has been particularly impressed 
with the great need ‘for extending to millions upon millions of our 
people the opportunity of obtaining comprehensive medical care of 
high quality at reasonable costs. This is the primary objective of 
H. R. 7700, the bill now under consideration. 

Extensive testimony has been presented to our committee during the 
past several months regarding the high cost of medical care, the tragic 
financial burdens of illness and the need for high quality medical care 
for all our people. This has been the evidence presented to us by 
the overwhelming majority of witnesses who have appeared before 
us—spokesmen for many millions of American workers and their 
families, leaders of major industries, Secretary Hobby and her staff 
of the Department of Health, Education, and Welfare, physicians of 
wine able authority and of eminent regard, both within and 
outside their profession. 

Keenly aware of these problems, President, Eisenhower in his Janu- 
ary 18 health message, stated that : 

No nation and no administration can ever afford to be complacent about the 
health of its citizens. While continuing to reject Government regimentation, 
we shall with vigor and imagination, continuously search out by appropriate 
means, recommend, and put into effect new methods of achieving better health 
for all our people. 

New methods of achieving better health for our people have been 
described in considerable detail to our committee. These methods 
demonstrate the effectiveness of applying sound principles, American 
initiative, private enterprise, and imagination to the problems of 
medical care, distribution, and costs. These methods drive home the 
message that medical economics must keep pace with medical science. 
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2 PUBLIC HEALTH SERVICE ACT 


Three principal elements—prepayment or insurance, group prac- 
tice by doctors, and self-supporting hospitals and medical facilities— 
are compounded into a program designed to provide comprehensive 
care to our people at costs within their means. Individually, these 
elements are quite familiar to all of us. When brought together, they 
offer the people a typically American, private enterprise solution to 
the problem of meeting the high costs of medical care. 

Witnesses have assured our committee that many new groups of 
physicians all over the country would provide comprehensive medical 
care services on a prepayment basis if they had the necessary medical 
and hospital facilities in which to work. 

Doctors and others interested in providing comprehensive coverage 
within the means of our people tell us that one need is long-term 
financing. They have polnted out the key role medical centers and 
hospitals play in increasing the efficiency, effectiveness, and economies 
of group practice prepayment plans. 

A ils of government in this field can be that of stimulating the 
growth and development of such plans by encouraging private — 
investment for the construction and equipping of hospital and medical 
facilities. This can be accomplished through Government-insured 
mortgage loans, as provided by H. R. 7700. 

H. R. 7700 is based on the extensive experience of prepayment plans 
offering comprehensive services in many part of the country today. 
It is based on sound, tested principles. It offers a great opportunity 
for the forces of private enterprise to demonstrate in a most dramatic 
fashion effective solutions for some of the major health problems we 
face today. 

I wish to make it very clear at the outset of these hearings that H. R. 
7700 is no panacea. It does not pretend to offer a solution to all prob- 
Jems in the medical care field, but it does fill a very important segment 
of better and low-cost medical care. 

In the treatment of disease, no progress has been made by those who 
would be satisfied only with a cure-all. Similarly with legislation, 
no progress has been made by those who would be satisfied with only a 
complete solution to the manifold and complex health problems of the 
Nation. 

Today, tomorrow, and Friday—April 28, 29, and 30—this com- 
mittee will hear from doctors in group practice and doctors and lay- 
men who operate, administer, or sponsor medical care plans which 
provide comprehensive medical care on a service basis. 

I will insert in the record the bill and the departmental replies to 
our inquiries requesting their viewpoints with respect to the pending 
legislation. 

(The bill, H. R. 7700, reports are as follows :) 





» hospitals (excluding tuberculosis and mental hospitals) in which patient care 








PUBLIC HEALTH SERVICE ACT 


{H. R. 7700, 83d Cong., 2d sess.] 


A BILL To amend the Public Health Service Act to provide mortgage loan insurance for 
hospitals and medical facilities used in connection with voluntary prepayment health 
plans 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Public Health Service Act is amended 
by adding after title VI thereof the following new title: 


“TITLE VII—MORTGAGE INSURANCE FOR FACILITIES USED BY VOLUN- 
TARY PREPAYMENT HEALTH PLANS 


“DECLARATION OF POLICY AND PURPOSES 


“Sec. 701 (a) DECLARATION OF PoLicy.—lIt is the conviction of the Congress 
that there is a serious need throughout the country for a greater number of 
hospitals and related medical facilities and services than now exist or are being 
planned under existing programs. The shortage of health facilities and services 
handicaps efforts to improve the health of the people in peacetime and would 
create a crisis in time of military or other emergency. The American people are 
earnestly and urgently seeking ways by which the cost of good medical care 
can be brought within their means and reach. 

“Solutions to the people’s health needs can and should be attained through 
free enterprise and private initiative without resort to so-called Government 
or socialized medicine. Extension of voluntary, prepayment health plans offers 
an effective way for better distribution of health services and costs. Insurance 
of mortgage loans for construction offers an effective way for better distribution 
of health facilities. 

“(b) DECLARATION OF PuRPOsSES.—This title therefore is enacted by the Con- 
gress for the following purposes: 

“(1) To stimulate private lending \nstitutions, through Government insurance 
of mortgages, to loan funds by which medical centers, hospitals, clinics, and other 
medical facilities can be financed, built, and operated on a self-sustaining, self- 
liquidating basis. 

“(2) To encourage the extension of voluntary, prepayment health plans provid- 
ing comprehensive medica] and hospital care of high quality to the people at 
reasonable costs within their means. 

“(3) To increase the opportunities and facilities by which doctors may asso- 
ciate themselves together in groups, partnerships, and other private initiative 
arrangements of their own choosing, in order to broaden the distribution of high 
quality medical care through general practitioners and specialists working to- 
gether, making the most efficient use of medical skills, facilities, and equipment, 
and emphasizing preventive medicine, detection of disease and early diagnosis. 

“(c) FEeperaL Controt Limirep.—Except as otherwise specifically provided, 
nothing in this title shall be construed as conferring on any Federal officer or 
employee the right to exercise any supervision or control over the administra- 
tion, personnel, maintenance, or operation of any medical facility or group prac- 
tice prepayment health service plan, or as authorizing any person, association, 
or corporation to engage in any manner, directly or indirectly, in the practice 
of healing or the practice of medicine as defined by the law of any State; or as 
conferring on any person the right to exercise any control over any person with 
respect to the personal right of each individual freely to select the hospital and 
licensed physician that he desires. 





“DEFINITIONS 


“Sec. 702. As used in this title— 
“(a) The term ‘medical facilities’ includes the following: 
(1) hospitals; 
(2) diagnostic or treatment centers ; 
“(3) personal health service centers; 
“(4) rehabilitation facilities ; 
“(5) offices for physicians and dentists for the provision of personal 
health services to ambulatory patients; and 
“(6) central service facilities, such as eating facilities and power plants, 
in connection with the foregoing. 
“(b) The term ‘hospital’ includes general, chronic disease, and other types of 
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is under the professional supervision of persons licensed to practice medicine in 
the State, and related facilities, such as laboratories, nurses’ homes and training 
facilities, central service facilities operated in connection with hospitals, out- 
patient departments, and medical rehabilitation and convalescent facilities in 
which patient care is under the professional supervision of persons licensed to 
practice medicine in the State, including hospitals for the chronically ill and im- 
paired, but not including any hospital or facility furnishing primarily domiciliary 
care. 

“(c) The term ‘diagnostic or treatment center’ means a facility for the diag- 
nosis or treatment, or both, of ambulatory patients, in which patient care is un- 
der the professional supervision of persons licensed to practice medicine in the 
State, and includes outpatient clinics. 

“(d) The term ‘personal health service center’ means a facility for the pro- 
vision of personal health services primarily to ambulatory patients under the 
professional supervision of persons licensed to practice medicine in the State. 

“(e) The term ‘rehabilitation facility: means a facility operated for the pri- 
mary purpose of assisting in the rehabilitation of disabled persons through an 
integrated program of medical, psychological, social, and vocational evaluation 
and services under competent professional supervision: Provided, That the 
major portion of such evaluation and services are furnished within the facility 
and that all medical and related health services are prescribed by, or are under 
the formal supervision of, persons licensed to practice medicine in the State. 

“(f) ‘Personal health services’ means services rendered to individuals by 
licensed physicians, licensed dentists, and, under the supervision of licensed 
physicians or dentists, by auxiliary personnel, including nurses and attendants, 
laboratory and X-ray technicians, physiotherapists, psychologists, dental hy- 
ginenists, optometrists, podiatrists, medical social workers, and health educators 
or counselors, whenever and wherever required for the improvement or preser- 
vation of physical and mental health or for the diagnosis and treatment of disease 
or injury; the use by such licensed or auxiliary personnel of any and all ap 
paratus or machines designed to aid in the diagnosis or treatment of disease or 
injury ; the provision of bed and board in general or special hospitals, convales- 
cent homes, sanatoria, or other institutions licensed or designated as such by a 
State when care in such institutions is prescirbed by licensed physicians; and 
the provision of drugs and medicines, dressing and supplies, prostheses and ap- 
pliances (including eyeglasses), and ambulance service, when prescribed by 
licensed physicians. 

“(g) ‘Group practice prepayment health service plan’ means a prepayment 
health service plan under which medical and surgical services are rendered to 
subscribers by a group, partnership, or other association of physicians. ‘Group 
practice’ refers to a formal organization of physicians which meets the follow- 
ing criteria: (1) The organization of physicians must have more than one 
specialty of medicine represented in the group; (2) there must be a joint use 
of office facilities and auxiliary personnel by the physicians in the group; (3) 
the group must have a formal organization for administration and financing; 
and (4) there must be a pooling of income by physicians in the group and a 
sharing of common overhead expenses with net payments to physicians made ac- 
cording to a preestablished plan. In accordance with section 705, (a) below, 
the Surgeon General of the Public Health Service shall prescribe the minimum 
number of full-time physicians which shall be required to constitute a ‘group’ 
under the provisions of this subsection and ‘the minimum number and the type 
of specialties which shall be required to constitute a ‘group’ under the pro- 
visions of this subsection. In the term ‘group practice prepayment health 
service plan’ the word ‘prepayment’ refers to prepaid subscription charges. To 
come within the meaning of the term ‘group practice prepayment health service 
plan’ the predominant share of the cost of providing comprehensive medical 
care for subscribers at home, in the office, and in the hospital must be met by 
prepaid subscription charges. 

“(h) ‘Health service association’ means a nonprofit, voluntary association, 
corporation, trust, or other form of organization engaged primarily in under- 
taking through medical-care contracts with groups of physicians, partnerships 
of physicians, or with other associations of physicians, to provide medical and 
surgical services on a group-practice basis to subscribers of such association in 
return for prepaid subscription charges, if no part of the net earnings of such 
association inures (other than through benefit payments) to the benefit of any 
private shareholder or individual: Provided, That such association may also 
undertake through hospital-service contracts to provide benefits to the sub- 
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scribers of such association, in return for prepared subscription charges. 

“(i) ‘Health service contract’ means any ‘medical care contract’ or ‘hospital 
service contract’. ‘Medical care contract’ means any contract to furnish medical 
services and surgical services encompassing all generally accepted surgical 
procedures including preoperative and postoperative care and obstetrical, anes- 
thesia, diagnostic, and endoscopic services which are directly related to any 
medical, surgical, or obstetrical services and any supplies incidental to any such 
care. ‘Hospital service contract’ means any contract to furnish bed and board 
in general or special hospitals, when care in such facility is prescribed by a 
licensed physician. 

“(j) The term ‘nonprofit private agency’ means any private corporation, asso- 
ciation, cooperative society, or trust formed or created for the purposes of 
maintaining or operating nonprofit medical facilities and holding property for 
such use, no part of the net earnings of which inures, or may lawfully inure, to 
the benefit of any private shareholder or individual. 

“(k) The term ‘construction’ includes construction of new buildings, expan- 
sion, remodeling, and alteration of existing buildings and initial equipment of 
any such buildings (including medical transportation facilities) ; including ar- 
chitects’ fees but excluding the cost of off-site improvements. 

“(1) The term ‘State’ includes the several States and Alaska, Hawaii, Puerto 
Rico, the Virgin Islands, and the District of Columbia. 

“(m) The term ‘mortgage’ means a first mortgage on real estate, in fee simple, 
or on a leasehold (1) under a lease for not less than ninety-nine years which is 
renewable or (2) under a lease having a period of not less than fifty years to 
run from the date the mortgage was executed, upon which there is located or 
upon which there is to be constructed a building or buildings designed principally 
for medical use; and the term ‘first mortgage’ means such classes of first liens 
as are commonly given to secure advances (including but limited to advances 
during construction) on, or the unpaid purchase price of, real estate, under the 
laws of the State in which the real estate is located together with the credit 
instrument, if any, secured thereby, and may be in the form of trust mortgages 
or mortgage indentures or deeds of trust, securing notes, bonds, or other credit 
instruments. 

“(n) The term ‘mortgagee’ includes the original lender under a mortgage, 
and his or its successors and assigns, and includes the holders of credit instru- 
ments issued under a trust mortgage or deed of trust pursuant to which such 
holders act by and through a trustee named therein. 

“(o) The term ‘mortgagor’ includes the original borrower under a mortgage 
and his or its successors and assigns. 

“(p) The term ‘maturity date’ means the date on which the mortgage indebted- 
ness would be extinguished if paid in accordance with periodic } 1ymeuts provided 
for in the mortgage. 

“(q) The term ‘Surgeon General’ means the Surgeon General of the Public 
Health Service. 


“MEDICAL FACILITIES MORTGAGE INSURANCE FUND, AUTHORIZATION OF APPROPRIA- 
TIONS, AND BORROWING AUTHORITY 


“Sec. 703. (a) There is hereby created a Medical Facilities Mortgage Insurance 
Fund (hereinafter referred to as the ‘fund’). It shall be used by the Surgeon 
General as a revolving fund for carrying out the provisions of this title with 
respect to mortgages insured as hereinafter provided, and there shall be allocated 
immediately to such fund the sum of $2,500,000 out of funds made available to 
the Surgeon General for the purposes of this title. 

“(b) There is hereby authorized to be appropriated for the fiscal year ending 
June 30, 1954, and for each fiscal year thereafter, such sums as may be necessary 
to carry out the purposes of this title. 

“(q) General expenses of operation of the Surgeon General under this title 
may charged to the Medical Facilities Mortgage Insurance Fund. 

“(d) The Surgeon General is authorized, subject to the approval of the 
Secretary of Health, Education, and Welfare, to borrow from the Treasury of 
the United States, such sums of money as may be necessary to carry out his 
functions under this title: Provided: That the amount borrowed under the 
provisions of this section shall not exceed an aggregate of $5,000,000 outstand- 
ing at any one time: Provided further, That the contingent liability imposed 
upon the United States by the insurance of any mortgage pursuant to this 
title shall be considered for the purpose of sections 3679 and 3732 of the Revised 
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Statutes, as amended, as an obligation only to the extent of the probable ultimate 
net cost to the United States thereunder; and the Secretary of Health, Eduea- 
tion, and Welfare shall submit a report to the Congress not less often than 
once each quarter setting forth the gross amount of all such insured mortgages 
and the basis for determining the probable ultimate net cost to the United States 
thereunder. For the purpose of borrowing an authorized by this subsection, the 
Surgeon General may issue to the Secretary of the Treasury notes, debentures, 
bonds, or other obligations to be redeemable before maturity, at the option of 
the Surgeon General, in such manner as may be stipulated in such obligations. 
Such obligations shall bear interest at a rate determined by the Secretary of 
the Treasury, taking into consideration the current average rate on outstanding 
marketable obligations of the United States as of the last day of the month 
preceding the issuance of the obligations. The Secretary of the Treasury is 
authorized and directed to purchase such obligations and for such purpose the 
Secretary of the Treasury is authorized to use as a public-debt transaction the 
proceeds from the sale of any securities issued under the Second Liberty Bond 
Act, as amended, and the purposes for which securities may be issued under 
the Second Liberty Bond Act, as amended, are extended to include any purchases 
of obligations hereunder. 


“AUTHORITY FOR INSURANCE OF MEDICAL FACILITIES MORTGAGES 


“Sec. 704. (a) In order to encourage the extension of credit for the con- 
struction and equipping of medical facilities, the Surgeon General is authorized 
and it shall be his duty, upon application by the mortgagee, to insure, in the 
manner and within the limitations hereinafter provided, any mortgage (in- 
cluding advances on such mortgage during construction) offered to him which 
is eligible for insurance as hereinafter provided, and, upon such terms as the 
Surgeon General may prescribe, to make commitments for the insuring of such 
mortgages prior to the date of their execution or disbursement thereon. 

“(b) The aggregate amount of principal obligations of all mortgages insured 
under this title and outstanding at any one time shall not exceed $1,000,000,000, 
except that with the approval of the President such aggregate amount may be 
increased at any time or times by additional amounts aggregating not more 
than $250,C)0,000 upon a determination by the President that such increase 
is in the public interest. 

“(c) The aggregate amount of the principal obligations of all mortgages that 
cover property the construction of which was completed more than one year 
prior to the date of the application for insurance, and that are insured under 
this title after ————,, 19—,, and outstanding at any one time shall not exceed — 
per centum of the total amount of the principal obligations of mortgages with 
respect to which insurance may be granted under this title after such date. 

“(4) On and after ———,, 19—, no mortgages shall be insured under this 
title except mortgages that cover property which is approved for mortgage 
insurance prior to the completion of the construction of such property, or 
which has been previously covered by a mortgage insured by the Surgeon 
General. 

“(e) Mortgages insured under this title shall be known and referred to as 
‘medical facilities insured mortgages’. 


“ADMINISTRATION AND GENERAL REGULATIONS 


“Speco. 705. (a) Within three months after the enactment of this title, the 
Surgeon General, with the approval of the Secretary of Health, Education, and 
Welfare, shall prescribe general methods of administration of the program for 
medical facilities mortgage loan insurance pursuant to this title. 

“(b) The Surgeon General shall carry out his functions as provided herein 
under the supervision and direction of the Secretary of Health, Education, and 
Welfare. In carrying out his functions, the Surgeon General is authorized, 
pursuant to agreement between the Secretary of Health, Education, and Wel- 
fare and the Federal Reserve Board, or the head of any other Federal agency, 
to utilize the services and facilities of the Federal Reserve banks or such other 
agency, and to pay therefor either in advance or by way of reimbursement, 
as may be provided in such agreement. 

“(¢c) Applications for medical facilities mortgage insurance under this title 
shall be submitted by the mortgagee or any one of two or more mortgagees to 
the Surgeon General. Such application shall be in such form and shall set 
forth such details as the Surgeon General may require. 
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“ELIGIBILITY FOR MEDICAL FACILITY MORTGAGE INSURANCE 


“Sec. 706. (a) The Surgeon General is authorized and it shall be his duty to 
insure mortgages (including advances on such mortgages during construction) 
provided such mortgage shall— 

“(1) have been made to secure a loan made by any national bank, State 
bank, private bank, building or loan association, insurance company, credit 
union or mortgage loan company, that is subject to examination and super- 
vision by an agency of the United States or of any State, or any other 
responsible lending institution or source of private capital ; 

“(2) have been made to secure a loan for the purpose of financing the 
construction, improving or equipping of a medical facility ; 

“(3) have been made by a mortgagor approved by the Surgeon General 
as responsible and able to repay the obligation secured by the mortgage; 
in making his determination of the mortgagor’s financial responsibilty and 
ability to repay the obligation, the Suregon General may rely upon recom- 
mendations of the mortgagee ; 

(4) cover property acquired, constructed, or held or to be acquired, con- 
structed, or held, by a nonprofit private agency, a health service association, 
or any group, partnership, or other association of physicians, or any other 
other organization or individual for use as a medical facility ; 

“(5) have been made to and be held by a mortgage approved by the Sur- 
geon General as responsible and able to service the mortgage properly ; 

“(6) involve a principal obligation (including such initial charges, ap- 
praisal, inspection, and other fees as the Surgeon General shall approve) in 
an amount— 

“(A) not to exceed $5,000,000; and 

“(B) not to exceed 90 per cent of the amount which the Surgeon Gen- 
eral estimates will be the value of the property or project, including 
initial equipment, when the improvement or construction is completed : 
Provided, That such mortgage shall not exceed the amount which the 
Surgeon General estimates will be the cost of the completed physical im- 
provements including initial equipment, on the property or project ex- 
clusive of the off-site public utilities and streets and organization and 
legal expenses. The value of the property or project as such term is used 
in this section may include the land, the proposed physical improve- 
ments, utilities within the boundaries of the property or project, archi- 
tects’ fees, taxes, and interest, accruing during construction and other 
miscellaneous charges incident to construction and approved by the 
Surgeon General. 

“(b) No such mortgage shall be insured unless it shall— 

“(1) have a mauturity satisfactory to the Surgeon General, but not 
to exceed forty years from the date of the insurance of the mortgage; 

“(2) contain complete amortization provisions satisfactory to the Sur- 
geon General requiring periodic payments by the mortgagor not in excess of 
his reasonable ability to pay as determined by the Surgeon General ; 

“(3) bear interest (exclusive of premium charges for insurance) at not 
to exceed 6 per centum per annum on the amount of the principal obligation 
outstanding at any time, or not to exceed 6% per cent per annum if the Sur- 
geon General finds that in certain areas or under special circumstances the 
mortgage market demands it; 

“(4) provide, in a manner satisfactory to the Surgeon General, for the 
application of the mortgagor’s periodic payments (exclusive of the amount 
allocated to interest and to the premium charge which is required for 
mortage insurance as hereinafter provided) to amortization of the principal 
of the mortgage; and 

“(5) conform to all requirements of State law. 

“(c) No mortgage shall be accepted for insurance under this title unless the 
property or project, with respect to which the mortgage is executed, conforms 
to and satisfies all requirements of applicable State law with respect to stand- 
ards of construction and equipment. 

“(d) No mortgage shall be accepted for insurance under this title unless the 
mortgagor shall certify, in form satisfactory to the Surgeon General, that the 
mortgagor has entered into an agreement the effect of which is to require that 
not less than 60 per cent of the medical facility, with respect to which the mort- 
gage is executed, will be available to serve subscribers to group practice pre- 
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payment health service plans: Provided, That no facility shall exclude any person 
in an emergency because of this subsection or such requirement, and such agree- 
ment may so provide. 


“TECHNICAL MORTGAGE INSURANCE PROVISIONS 


“Sec. 707. (a) CONCLUSIVENESS oF ConTRACTS.—Any contract of insurance ex- 
ecuted by the Surgeon General under this title shall be conclusive evidence of 
the eligibility of the mortgage for insurance, and the validity of any contract of 
insurance so executed shall be incontestable in the hands of an approved mort- 
gagee from the date of the execution of such contract, except for fraud or 
misrepresentation on the part of such approved mortgagee. 

“(b) RELEASE oF PRoperTY From MorrGace.—lLhe Surgeon General may at any 
time, under such terms and conditions as he may prescribe, consent to the release 
of the mortgagor from his liability under the mortgage or the credit instrument 
secured thereby, or consent to the release of parts of the mortgaged property 
from the lien of the mortgage. 

“(c) Premium CHarces.—The Surgeon General is authorized to fix a premium 
charge for the insurance of mortgages under this title but in the case of any 
mortgage such charge shall not be more than an amount equivalent to 1% per 
centum per annum of the amount of the principal obligation of the mortgage out- 
standing at any time, without taking into account delinquent payments or pre- 
payments. Such premium charges shall be payable by the mortgagee, either 
in cash, or in debentures issued by the Surgeon General under this part at par 
plus accrued interest, in such manner as may be prescribed by the Surgeon 
General: Provided, That the Surgeon General may require the payment of one 
or more such premium charges at the time the mortgage is insured, at such 
discount rate as he may prescribe not in excess of the interest rate specified 
in the mortgage. If the Surgeon General finds, upon the presentation of a mort- 
gage for insurance and the tender of the initial premium charge or charges so 
required, that the mortgage complies with the provisions of this title, such 
mortgage may be accepted for insurance by indorsement or otherwise as the 
Surgeon General may prescribe. In the event that the principal obligation of 
any mortgage accepted for insurance under this title is paid in full prior to the 
maturity date, the Surgeon General is further authorized in his discretion to 
require the payment by the mortgagee of an adjusted premium charge in such 
amount as the Surgeon General determines to be equitable, but not in excess of 
the aggregate amount of the premium charges that the mortgagee would other- 
wise have been required to pay if the mortgage had continued to be insured under 
this title until such maturity date; and in the event that the principal obligation 
is paid in full as herein set forth, the Surgeon General is authorized to refund 
to the mortgagee for the account of the mortgagor all, or such portion as he shall 
determine to be equitable, of the current unearned premium charges theretofore 
paid. 

“(d) DeFAULT By MorteAccrk: Rients or MortcAcrr.—The failure of the 
mortgagor to make any payment due under or provided to be paid by the terms of 
a mortgage insured under this title shall be considered a default under such 
mortgage, and, if such default continues for a period of thirty days, the mortgagee 
shall be entitled to receive the benefits of the insurance as heerinafter provided, 
upon assignment, transfer and delivery to the Surgeon General, within a period 
and in accordance with rules and regulations to be prescribed by the Surgeon Gen- 
eral of (1) all rights and interests arising under the mortgage so in default; 
(2) all claims of the mortgagee against the mortgagors or others, arising out of 
the mortgage transactions; (3) all policies of title or other insurance or surety 
bonds or other guaranties and any and all claims thereunder; (4) any balance 
of the mortgage loan not advanced to the mortgagor; (5) any cash or property 
held by the mortgagee, or to which it is entitled, as deposits made for the account 
of the mortgagor and which have not been applied in reduction of the principal 
of the mortgage indebtedness; and (6) all records, documents, books, papers, 
and accounts relating to the mortgage transaction. Upon such assignment, trans- 
fer, and delivery, the obligation of the mortgagee to pay the premium charges 
for mortgage insurance shall cease, and the Surgeon General shall, subject to 
the cash adiustment provided for in subsection (c) of this section, issue to the 
mortgagee debentures having a total face value equal to the value of the mort- 
gage, and a certificate of claim as hereinafter provided. For the purpose of this 
subsection, the value of the mortgage shall be determined in accordance with 
rules and regulations prescribed by the Surgeon General, by adding to the amount 
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of the original principal obligation of the mortgage which was unpaid on the 
date of ; default, the amount the mortgagee may have paid for (A) taxes, special 
assessments, and water rates, which are liens prior to the mortgage; (B) insur- 
ance on the property; and (C) reasonable expenses for the completion and 
preservation of the property and any mortgage insurance premiums paid after 
default; less the sum of (i) an amount equivalent to 1 per centum of the unpaid 
amount of such principal obligation on the date of default; (ii) any amount 
received on account of the mortgage after such date; and (iii) any net income 
received by the mortgagee from the property after such date: Provided, 
That the mortgagee in the event of a default under the mortgage may, at its 
option and in accordance with regulations of, and in a period to be determined by 
the Surgeon General, proceed to foreclose on and obtain possession of or other- 
wise acquire such property from the mortgagor after default, and receive the 
benefits of the insurance as hereinafter provided, upon (1) the prompt convey- 
ance to the Surgeon General of title to the property which meets the require- 
ments of the rules and regulations of the Surgeon General in force at the time 
the mortgage was insured, and which is evidenced in the manner prescribed by 
such rules and regulations; and (2) the assignment to him of all claims of the 
mortgagee against the mortgagor or others arising out of the mortgage trans- 
action or foreclosure proceedings, except such claims that may have been 
released with the consent of the Surgeon General. Upon such conveyance and 
assignment, the obligation of the mortgagee to pay the premium charges for 
insurance shall cease and the mortgagee shall be entitled to receive the benefits 
of the insurance as provided in this subsection, except that in such event the 1 
per centum deduction, set out in (i) hereof, shall not apply. 

“(e) DEBENTURES; ForM AND DENOMINATION.—Debentures issued under this 
part shall be in such form and denominations in multiples of $50, shall be 
subject to such terms and conditions, and shall inelude such provisions for 
redemption, if any, as may be prescribed by the Surgeon General with the 
approval of the Secretary of the Treasury. and may be in coupon or registered 
form. Any difference between the value of the mortgage determined as herein 
provided and the aggregate face value of the debentures issued, not to exceed 
$50, shall be adjusted hy the payment of cash hy the Surgeon General to the 
mortgagee from the Medical Facilities Mortgage Insurance Fund. 

“(f) DrRENTURES: EXECUTION; NEGOTIABILITY: Fire Debentures issued un- 
der this title shall be executed in the name of the Medical Facilities Mortgage 
Insurance Fund as obligor, shall be signed by the Surgeon General, by either his 
written or engraved signature, and shall be negotiable. All such debentures 
shall be dated as of the date of default as determined in accordance with sub 
section (d) of this section, and shall bear interest from such date at a rate 
determined by the Surgeon General with the approval of the Secretary of the 
Treasury, at the time the mortgage was accepted for insurance, but not to exceed 
3 per centum per annum, payable semiannually on the first day of January and 
the first day of July of each year, and shall mature ten years after the date 
thereof. Such debentures shall be exempt, both as to principal and interest, from 
all taxation (except surtaxes, estate, inheritance, and gift taxes) now or here- 
after imposed by any Territory, dependency, or possession of the United States or 
by the District of Columbia, or by any State, county, municipality, or local 
taxing authority. They shall be paid out of the Medical Facilities Mortgage 
Insurance Fund, which shall be primarily liable therefor, and they shall be fully 
and unconditionally guaranteed as to principal and interest by the United 
States, and such guaranty shall be expressed on the face of the debentures. In 
the event the Medical Facilities Mortgage Insurance Fund fails to pay upon 
demand, when due, the principal of or interest on any debentures so guaranteed, 
the Secretary of the Treasury shall pay to the holders the amount thereof which 
is hereby authorized to be appropriated, and thereupon to the extent of 
the amount so paid the Secretary of the Treasury shall succeed to all the rights 
of the holders of such debentures. 

“(g) CERTIFICATE OF CLAIM; Diviston or Excess Proceens.—The certificate of 
Claim issued by the Surgeon General to any mortgagee shall be for an amount 
which the Surgeon General determines to be sufficient, when added to the face 
value of the debentures issued and the cash adjustment paid to the mortgagee, 
to equal the amount which the mortgagee would have received if, on the date 
of the assignment, transfer, and delivery to the Surgeon General provided for in 
this section, the mortgagor had extinguished the mortgage indebtedness by pay- 
ment in full of all obligations under the mortgage, and a reasonable amount for 
necessary expenses incurred by the mortgagee in connection with the foreclosure 
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proceedings, or the acquisition of the mortgaged property otherwise and the con- 
veyance thereof to the Surgeon General. Hach such certificate of claim shall pro- 
vide that there shall accrue to the holder of such certificate with respect to the 
face amount of such certificate, an increment at the rate of 3 per centum per 
annum which shall not be compounded. If the net amount realized from the 
mortgage, and all claims in connection therewith, so assigned, transferred, and 
delivered, and from the property covered by such mortgage and all claims in 
connection with such property, after deducting all expenses incurred by the 
Surgeon Geenral in handling, dealing with, acquiring title to, and disposing of 
such mortgage and property and in collecting such claims, exceeds the face 
value of the debentures issued and the cash adjustment paid to the mortgagee 
plus all interest paid on such debentures, such excess shall be divided as follows: 

“(1) If such excess is greater than the total amount payable under the cer- 
tificate of claim issued in connection with such property, the Surgeon General 
shall pay to the holder of such certificate the full amount so payable, and any 
excess remaining thereafter shall be retained by the Surgeon General and 
eredited to the Medical Facilities Mortgage Insurance Fund. 

“(2) If such excess is equal to or less than the total amount payable under 
such certificate of claim, the Surgeon General shall pay to the holder of such 
certificate the full amount of such excess. 

“(h) ACQUISITION OF PROPERTY BY CONVEYANCE OR FoRECLOSURE.—The Surgeon 
General is hereby authorized either to (1) acquire possession of and title to 
any property, covered by a mortgage insured under this section and assigned 
to him, by voluntary conveyance in extinguishment of the mortgage indebted- 
ness, or (2) institute proceedings for foreclosure on the property covered by 
any such insured mortgage and prosecute such proceedings to conclusion. The 
Surgeon General shall so acquire possession of and title to the property by volun- 
tary conveyance or institute foreclosure proceedings as provided in this section 
within a period of one year from the date on which any such mortgage becomes 
in default under its terms or under the regulations prescribed by the Surgeon 
General: Provided, That the foregoing provisions shall not be construed in any 
manner to limit the power of the Surgeon General to foreclose on the mortgaged 
property after the expiration of such period, or the right of the mortgagor to re- 
instate the mortgage by the payment, prior o he expiration of such period, of all 
delinquencies thereunder. The Surgeon General at any sale under foreclosure 
may, in his discretion, for the protection of the Medical Facilities Mortgage In- 
surance Fund, bid any sum up to but not in excess of the total unpaid indebted- 
ness secured by the mortgage, plus taxes, insurance, foreclosure costs, fees, and 
other expenses, and may become the purchaser of the property at such sale. The 
Surgeon General is authorized to pay from the Medical Facilities Mortgage In- 
surance Fund such sums as may be necessary to defray such taxes, insurance, 
costs, fees, and other expenses in connection with the acquisition or foreclosure 
of property under this section. Pending such acquisition by voluntary con- 
veyance or by foreclosure, the Surgeon General is authorized, with respect to 
any mortgage assigned to him under the provisions of subsection (d), to exercise 
all of the rights of a mortgagee under such mortgage, including the right to sell 
such mortgage, and to take such action and advance such sums as may be neces- 
sary to preserve or protect the lien of such mortgage. 

“(j) HANDLING AND DISPOSAL OF PROPERTY ; SETTLEMENT or CLAIMS,—Notwith- 
standing any other provision of law relating to the acquisition, handling, or dis- 
posal of real property by the United States, the Surgeon General shall have 
power to deal with, complete, rent, renovate, modernize, insure, make contracts 
or establish suitable agencies for the management of, or sell for cash or credit, 
in his discretion, any properties conveyed to him in exchange for debentures 
and certificates of claim as provided in this section; and, notwithstanding any 
other provision of law, the Surgeon General shall also have power to pursue to 
final collection, by way of compromise or otherwise, all claims against mort- 
gagors asigned by mortgagees to the Surgeon General as provided in this title: 
Provided, That section 3709 of the Revised Statutes shall not be construed to 
apply to any purchase or contract for services or supplies on account of such 
property if the amount thereof does not exceed $1,000. The power to convey 
and to execute in the name of the Surgeon General deeds of conveyances, deeds 
of release, assignments, and satisfactions of mortgages, and any other written 
instrument relating to real property or any interest therein heretofore or here- 
after acquired by the Surgeon General pursuant to the provisions of this part, 
may be exercised by the Surgeon General or by any Assistant Surgeon General 
designated by him, without the execution of any express delegation of power 
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or power of attorney: Provided, That nothing in this subsection shall be con- 
strued to prevent the Surgeon General from delegating such power by order or 
by power of attorney in his discretion, to any officer, agent, or employee he may 
appoint. 

“(j) DEFAULT OR PAYMENT; RIGHTS OF PARTIES.—In the event that a mortgage 
insured under this title becomes in default through failure of the mortgagor to 
make any payment due under or provided to be paid by the terms of the mortgage 
and such mortgage continues in default for a period of thirty days, but the 
mortgagee does not foreclose on or otherwise acquire the property, or does not 
assign and transfer such mortgage and the credit instrument secured thereby to 
the Surgeon General, in accordance with subsection (d), and the Surgeon Gen- 
eral is given written notice thereof, or in the event that the mortgagor pays the 
obligation under the mortgage in full prior to the maturity thereof, and the 
mortgagee pays any adjusted premium charge required under the provisions of 
subsection (c), and the Surgeon General is given written notice by the mortgagee 
of the payment of such obligation, the obligation to pay the annual premium 
charge for insurance shall cease, and all rights of the mortgagee and the mort- 
gagor under this title shall terminate as of the date of such notice. 

“(k) REISSUE OF Priok INSURANCE.—The Surgeon General, with the consent 
of the mortgagee and the mortgagor of a mortgage insured under this title prior 
to - —, 19—, shall be empowered to reissue such mortgage insurance in accord- 
ance with the provisions of this section. 

“(1) CREDITS AND CHARGES TO MEDICAL FACILITIES MORTGAGE INSURANCE 
Funp.—Premium charges, adjusted premium charges, and appraisal and other 
fees, received on account of the insurance of any mortgage insured under this 
title, the receipts derived from any such mortgage or claim assigned to the 
Surgeon General and from any property acquired by the Surgeon General and 
all earnings on the assets of the Medical Facilities Mortgage Insurance Fund, 
shall be credited to the Medical Facilities Mortgage Insurance Fund. The prin- 
cipal of and interest paid and to be paid on debentures issued in exchange for any 
mortgage or property insured under this title, cash adjustments, and expenses 
incurred in the handling of such mortgages of property and in the foreclosure 
and collection of mortgages and claims assigned to the Surgeon General under 
this section shall be charged to the Medical Facilities Mortgage Insurance Fund. 

“(n) INVESTMENT OF FuNps.—Moneys in the Medical Facilities Mortgage In- 
surance Fund not needed for current operations of this title shall be deposited 
with the Treasurer of the United States to the credit of the Medical Facilities 
Mortgage Insurance Fund or invested in bonds or other obligations of, or in bonds 
or other obligations guaranteed as to principal and interest by, the United States. 
The Surgeon General may, with the approval of the Secretary of the Treasury, 
purchase in the open market debentures issued under the provisions of this sec- 
tion. Such purchases shall be made at a price which will provide an investment 
yield of not less than the yield obtainable from other investments authorized by 
this subsection. Debentures so purchased shall be canceled and not reissued. 








“DISSEMINATION OF INFORMATION 


“Sec. 708. The Surgeon General is hereby authorized and directed, to collect 
and make available, through publications and other appropriate means, informa- 
tion and statistics pertaining to medical facilities, insurance of mortgages under 
this title, the operations of group practice prepayment health service plans, the 
operations of health service associations, the provisions of health service con- 
tracts, and the scope of personal health services available thereunder. 


“SHORT TITLE 


“Sec. 709. This title may be cited as the ‘Medical Facilities Mortage Insurance 
Act of 1954’.” 

Sec. 2. (a) Section 1 of the Public Health Service Act is amended by striking 
out “VI” and inserting in lieu thereof “VII”. 

(b) The Act of July 1, 1944 (58 Stat. 682), is amended by changing the num- 
bers of title VII to title VIII and by changing the numbers of sections 701 to 712, 
inclusive, and references thereto, to sections 801 to 812, respectively. 
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DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE, 
Washington, April 8, 1954, 
Hon. Cartes A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

Deak Mr. CHAIRMAN: This letter is in reply to your request of February 4, 
1954, for a report on H. R. 7700, a bill to amend the Public Health Service Act 
to provide mortgage loan insurance for hospitals and medical facilities used in 
connection with voluntary prepayment health plans. 

The bill would establish a self-sustaining revolving fund, to be ealled the 
medical facilities mortgage insurance fund, to insure first mortgages made to 
finance the construction, improvement, or equipment of several kinds of medical 
facilities. Administration of this fund and of the functions to which it is related 
would be vested in the Surgeon General of the Public Health Service, under the 
supervision and direction of the Secretary of Health, Education, and Welfare. 

The technical mortgage insurance provisions are closely patterned on the stat- 
utes authorizing the mortgage insurance program of the Federal Housing Ad- 
ministration. The fund would have an initial allocation of $2,500,000 and would 
be augmented by premium charges for mortgage insurance at a rate not in excess 
of 144 percent. Annual appropriations as necessary and borrowing authority are 
also provided for. The aggregate mortgages could not exceed $1 billion at any 
time. This ceiling could, however, be raised by an additional $250 million by 
Presidential action. 

No one mortgage could be insured if it involved a principal obligation in excess 
of $5 million or in excess of 90 percent of the value of the property or project. 
Annual interest, exclusive of premium charges for insurance, could not exceed 
6'4 percent, and each mortgage would be required to contain amortization 
arrangements within the mortgagor’s reasonable ability to pay. Any responsible 
lending institution or source of private capital would be eligible for mortgage 
insurance under this program, and the mortgages insured could cover property 
acquired or constructed by “a nonprofit private agency, a health service associ- 
ation, or any group, partnership, or other association of physicians, or any other 
organization or individual for use as a medical facility * * *.” 

Mortgage insurance would be available for hospitals, diagnostic or treatment 
centers, personal health service centers, rehabilitation facilities, and physicians’ 
and dentists’ offices, and for the central service facilities connected with them. 
Insurance of a mortgage with respect to any of these types of facilities would 
be conditioned upon the existence of a contractual agreement that at least 60 
percent of the capacity of the proposed medical facility would “be available to 
serve subscribers to group practice prepayment health service plans.” 

The Surgeon General would be authorized to collect and make available in- 
formation and statistics pertaining to medical facilities, mortgage insurance 
under the bill, the operation of group practice prepayment plans, the operation 
of health service associations, and the scope of personal health services available 
thereunder. 

For the purposes of this report, the bill may be considered under three main 
headings: (1) The objectives, purposes, and scope of the proposed mortgage 
insurance program: (2) feasibility of the program; and (3) responsibility for 
administration of the program. 


1. OBJECTIVES, PURPOSES, AND SCOPE OF PROGRAM 


The bill (sec. 701) contains both a “declaration of policy” and a “declaration 
of purpose.” 

The declaration of policy emphasizes “the serious need throughout the country 
for a greater number of hospitals and related medical facilities.” The need for 
hospital beds and medical facilities is a real and present one. My testimony 
before your committee on the proposed amendments to the Hospital Survey and 
Construction Act presented estimates as to the extent of need for certain types of 
facilities. The passage by the House of Representatives of H. R. 8149 reflects the 
eoncern of your committee and the House for meeting this need in the areas 
where it is most acute. 

The declaration of policy also recites that “extension of voluntary, prepayment 
health plans offers an effective way for better distribution of health services and 
eosts.” We coneur in this conclusion. As you know, the extension and the im- 
provement of sound voluntary health service prepayment plans is the purpose of 
the administration’s reinsurance proposal, embodied in H. R. 8356, which is now 
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being considered by your committee. We believe that voluntary, self-supporting 
prepayment plans can provide the means for making good medical care available 
at reasonable cost to a much larger proportion of our population than is now 
covered by such plans, and that the extension of such coverage is highly desirable. 

Finally, the declaration of purposes contained in the bill includes the 
following: 

“(3) To increase the opportunities and facilities by which doctors may asso- 
ciate themselves together in groups, partnerships, and other private initiative ar- 
rangements of their own choosing, in order to broaden the distribution of high 
quality medical care through general practitioners and specialists working to- 
gether, making the most efficient use of medical skills, facilities, and equipment, 
and emphasizing preventive medicine, detection of disease and early diagnosis.” 

This particular purpose of the bill appears to be designed to foster what is gen- 
erally referred to as “group practice.” Our Department is fully cognizant of the 
advantages, in terms of improving quality, accessibility, and economy in the pro- 
vision of medical care, that can flow from good group practice arrangements. 

Turning to the operative provisions of the bill, one of the most important is sec- 
tion 706 (dad). This provision appears to orient the bill principally toward the 
promotion of group practice prepayment plans. Section 706 (d) is to the effect 
that no mortgage shall be accepted for insurance unless the mortgagor has 
entered into an agreement whereby not less than 60 percent of the medical facili- 
ties will be available to serve subscribers through group practice prepayment 
plans. This provision has the significant effect of confining the benefits of the 
bill to borrowers who— 


(1) undertake to use the facilities in connection with prepayment plans which 
provide medical services (as distinct from cash reimbursement and various 
other types of voluntary prepayment plans), and 

(2) provide such services through physicians organized on a group practice 
basis (as distinct from the provision of medical care through individual 
practitioners or other patterns of medical practice). 


Recognizing the value of such arrangements, we see no justification for having 
the Federal Government thus favor one pattern of voluntary prepayment plan 
and one pattern of medical practice to the exclusion of all other sound ap- 
proaches to the general problem of making good medical care accessible to the 
people. 

If section 706 (d) and related provisions were deleted so as clearly to orient 
the bill toward encouragement, without discrimination, of the private financing 
of needed health service facilities, we would favor the proposal in principle, pro 
vided that the feasibility of the proposal as a self-sustaining program could be 
demonstrated. This administration has shown its interest in the construction of 
medical facilities by its support of outright grants under the hospital survey and 
construction program. It seems clear that such interest would all the more ex- 
tend to any self-financing program under which the Federal Government would 
stimulate the construction of medical facilities. If the device of Federal mort 
gage loan insurance, which has successfully stimulated private investment in the 
construction of housing, is feasible in connection with the provision of needed 
health facilities, we see no reason why it should not be adopted for this purpose. 


2. FEASIBILITY AS A SELF-FINANCING PROGRAM 


What we have said about our endorsement, in principle, of a mortgage loan in 
surance program directed broadly to the alleviation of shortages in health 
facilities is subject to a determination that such a program would in fact be self- 
sustaining and would not require subsidization from general revenues, This is 
true because, insofar as subsidies are justifiable in this field, we believe that they 
are and should be (as under H. R. 8149) provided for, on a priority-of-need basis, 
in the program of grants-in-aid for nonprofit facilities under the hospital survey 
and construction provisions of the Public Health Service Act. 

On the basis of such evidence as has thus far come to our attention, we are not 
yet persuaded that sound mortgage loan insurance can be effectively applied, or 
applied on a broad enough basis, to the construction of needed hospitals and re 
lated medical facilities to achieve the objectives we have outlined as desirable 
and to enable such a program to be maintained on a self-sustaining basis. 

Sound mortgage insurance presupposes that the mortgaged facility is of a type 
well suited for financing on a normal commercial basis. Homes, like industrial 
properties, are well suited for financing on such a basis. Is this true of hospitals, 
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clinics, rehabilitation centers, and similar facilities? They are usually special- 
ized facilities; they are not generally built for commercal purposes and have 
little value apart from their specialized use. It is doubtful that such facilities 
can be measured by normal investment standards or that the normal investment 
remedies of foreclosure and sale can be readily brought to bear on community fa- 
cilities such as hospitals and rehabilitation centers. 

In our opinion convincing evidence on the question of financial feasibility 
must be procured from a well-diversified group of financial and investment 
experts in order to justify favorable action on the bill at this time. Such evi- 
dence must, we believe, extend beyond the financing of facilities sponsored by 
service prepayment plans of the group practice type. If the evidence were 
confined to facilities so sponsored, we believe that the objections raised earlier 
in this report as to the limited scope of the bill in its present form would be 
applicable; that is, it would in effect be a bill to favor one type of prepayment 
plan and one pattern of medical practice. 

In addition to the basic issue of financial feasibility, we believe there are 
other important questions of a financial and technical character which should 
be carefully considered. Among these provisions are the following: 

(a) The provision (p. 15, line 3) making it the duty of the Surgeon General 
to insure mortgages if certain conditions have been met; in this form no dis- 
cretion is permitted ; 

(b) The provision that the amount of the insured loan may be as much as 
90 percent of the value of the property or project ; 

(c) The provision requiring that the insurance cover the whole loan (subject 
to the 1 percent deduction provision applicable where the lending institution 
assumes the expense of foreclosure proceedings ) ; 

(d) The statutory ceiling on the premium rate; 

(e) The statutory ceiling on interest on insured loans; 

(f) The appropriateness of the program ceilings. 


8. RESPONSIBILITY FOR ADMINISTRATION 


Apart from the above questions as to the objectives and financial soundness 
of the program contemplated by H. R. 7700, it would be important to determine 
where the principal responsibility for administration should lie. The program 
objectives of the bill and the desirability of effecting coordination with health 
programs administered by this Department argue for the vesting of some 
measure of responsibility for administration in this Department. On the other 
hand, the important financial, mortgage, and real-property-law aspects of the 
program contemplated by the bill indicate that serious consideration should 
be given to vesting primary responsibility for administration of the proposed 
program in some other agency or department of the Government which is 
already experienced in the mortgage financing field. 

In summary, while we are unable to endorse the bill in its present form, we 
should like to reiterate our support, in principle, for the concept of utilizing 
the mortgage loan insurance approach to supplement other efforts for relieving 
the shortage of health facilities in this country, provided that there are reliable 
grounds for the conclusion that such a program can rest on a sound, self- 
sustaining, self-liquidating basis. We regret that the evidence as to financial 
feasibility that has so far come to our attention does not enable us to state 
a more definitive conclusion with respect to the merits of the bill as a whole. 

The Bureau of the Budget advises that it perceives no objection to the sub- 
mission of this report to your committee. 

Sincerely yours, 
NELSON A. ROCKFELLER, 
Acting Secretary. 


(For a supplemental letter approving H. R. 7700 with certain 
amendments, see below, p. 151.) 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington 25, D. C. April 22, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


My dear Mr. CHarRMAN: This will acknowledge your letters of January 8 
and February 4, 1954, requesting the views of the Bureau of the Budget with 
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respect to H. R. 6951 and H. R. 7700, similar bills to provide mortgage loan 
insurance for hospitals and medical facilities used in connection with voluntary 
prepayment health plans. 

The bills would create a mortgage insurance fund to be used as a revolving 
fund to cover the insurance of eligible mortgages. The Surgeon General, Public 
Health Service, under the supervision and direction of the Secretary of Health, 
Fiducation, and Welfare, would be authorized to insure mortgages made to se- 
cure a loan for the purpose of financing the construction, improvement or equip- 
ping of a medical facility which would be available primarily to serve 
subscribers to group practice prepayment health service plans. The aggregate 
amount of mortgages so insured could not exceed $1 billion at any one time and 
no one mortgage could involve a principal obligation in excess of $5 million. 

The basic purposes of these bills, to stimulate the construction of additional 
medical centers, clinics, and other medical facilities and to encourage the exten- 
sion of voluntary, prepayment health plans providing comprehensive medical 
and hospital care of high quality to the people at reasonable costs, certainly 
are highly desirable. With the President’s approval, the Department of Health, 
Education, and Welfare has suggested two measures, H. R. 8149 and H. R. 
8356, which should go a long way toward accomplishing these same objectives. 
Enactment of H. R. 8356 would establish a limited Federal reinsurance service 
to encourage private and nonprofit health insurance organizations to offer 
broader health protection to more families. Enactment of H. R. 8149, to amend 
the hospital survey and construction provisions of the Public Health Service 
Act, would authorize financial assistance in the construction of several new 
types of urgently needed medical care facilities. The Bureau of the Budget, 
in its letter of March 17, 1954, to the chairman of the Senate Committee on 
Labor and Public Welfare, copy attached, recommended enactment of H. R. 8149 
with certain amendments suggested by the Secretary of Health, Education, and 
Welfare. . 

In our opinion, these proposals of the administration provide a constructive 
approach to the problems of building additional medical facilities and expand- 
ing voluntary prepayment health service plans. In the absence of a demon- 
strated need for the mortgage loan insurance approach and evidence as to its 
financial feasibility, we believe it unwise to initiate such a program to be 
administered by the Federal Government. 

Accordingly, the Bureau of the Budget recommends against the enactment 
of either H. R. 6951 or H. R. 7700. 

Sincerely yours, 
DoNnaLpD R. BELCHER, 
Assistant Director. 


VETERANS’ ADMINISTRATION, 
April 28, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

DeAR Mr. WoLvertTON: Further reference is made to your request for a report 
by the Veterans Administration on H. R. 7700, 83d Congress, “A bill to amend 
the Public Health Service Act to provide mortgage loan insurance for hospitals 
and medical facilities used in connection with voluntary prepayment health 
plans.” 

The purpose of this measure, which, if enacted, would be known as the Medi- 
cal Facilities Mortgage Insurance Act of 1954, is to encourage private lending 
sources to provide funds for the construction and operation of hospitals and 
other medical facilities which are to be used in connection with voluntary group 
practice prepayment health service plans. To accomplish this purpose the bill 
would authorize the Government to insure mortgages on such hospitals and 
medical facilities by means of a revolving fund to be known as the medical facili- 
ties mortgage insurance fund which would be administered by the Surgeon Gen- 
eral under the supervision and direction of the Secretary of Health, Education, 
and Welfare. 

The general mortgage insurance program proposed by the bill appears to be 
patterned after the insurance procedure followed by the Federal Housing Admin- 
istration under the provisions of the National Housing Act. The FHA program, 
however, involves loans which are individually in a much smaller amount and 
collectively in a greater volume, and inasmuch as they are made in connection 
with residential property the general insurance risk against loss would appear 
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to be less than might be the case under the proposed program to insure loans 
up to $5 million on business ventures involving hospitals and other medical facil- 
ities. Whether or not the premium rate proposed for the insurance of these 
mortgages, not to exceed 1% percent per annum of the outstanding principal bal- 
ance of the mortgage, is adequate to cover the risk involved is an actuarial factor 
concerning which the Veterans Administration is not in a position to express 
an opinion. 

The Veterans Administration would not be charged with any duties or respon- 
sibilities under the bill nor would it appear to be otherwise directly affected. 
Except for the foregoing the Veterans’ Administration has no comment to make 
with respect to H. R. 7700. It is assumed that your committee will desire the 
views of the Department of Health, Education, and Welfare, that Department 
being primarily concerned with the administrative responsibilities which would 
flow from the proposed legislation, if enacted. 

Advice has been received from the Bureau of the Budget that there would be 
no objection by that office to the submission of this report to your committee. 

Sincerely yours, 
H. V. Hictey, Administrator. 





HOUSING AND HOME FINANCE AGENCY, 
OFFICE OF THE ADMINISTRATOR, 
Washington 25, D.C., March 11, 1954. 
Re H, R. 7700, 83d Congress 


Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D.C. 

Dear Congressman WOLVERTON : This is in further reply to your letter of Feb- 
ruary 4 reyuesting the views of this agency on H. R. 7700, a bill to amend the 
Public Health Service Act to provide mortgage loan insurance for hospitals and 
medical facilities used in connection with voluntary prepayment health plans. 

As you know, the bill would add a new title VII to the Public Health Service 
Act to authorize the Surgeon General of the United States to insure and make 
commitments to insure mortgages financing the construction and equipping of 
medical facilities. The bill is designed to encourage the extension of voluntary, 
prepayment health plans at reasonable costs and to encourage doctors to form 
associations or groups in order to broaden the distribution of skilled medical 
care. The mortgage insurance provisions of the bill are modelled after those of 
the National Housing Act, particularly the provisions in that act relating to multi- 
family housing. 

This agency has no objection to the enactment of the proposed legislation. The 
mortgage insurance program which would be authorized by this legislation has 
different purposes and would involve considerably different considerations with 
respect to the insurance risk than the mortgage insurance program adminis- 
tered by this agency under the National Housing Act. We would not be in a po- 
sition, therefore, to express any views with respect to these basic matters. A 
representative of this agency has already given your committee staff assistance 
with respect to the provisions of the bill governing the operation of the insur- 
ance program. 

We understand that you are also obtaining the views of the Department of 
Health, Education, and Welfare. In view of the fact that that Department is 
primarily responsible for Federal activities relating to the administration of 
health functions and some of its officials have participated in various recent 
studies in this field, we believe that agency is in a better position than is the 
Housing Agency to advise you concerning the merits of the bill and the needs 
which it would serve. 

In view of your request for a prompt report, this is being sent to you prior 
to clearance with the Bureau of the Budget. As soon as the Bureau’s views are 
obtained, we will send you a supplemental report. 

Sincerely yours, 
ALBrRet M. Cole, Administrator. 
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DEPARTMENT OF THE NAVY, 
OFFICE OF THE JUDGE ADVOCATE GENERAL, 
Washington, D. C., April 27, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: Your request for comment on the bill H. R. 7700, to 
amend the Public Health Service Act to provide mortgage loan insurance for 
hospitals and medical facilities used in connection with voluntary prepayment 
health plans, has been assigned to this Department by the Secretary of Defense 
for the preparation of a report thereon expressing the views of the Department 
of Defense. 

The declared purpose of this measure are (1) to stimulate private lending, 
through Government insurance of mortgages, of funds by which medical facilities 
can be financed, built, and operated on a self-sustaining, self-liquidating basis, 
(2) to encourage the extension of voluntary prepayment health plans, and (3) to 
increase health facilities and profession opportunities. In furtherance of these 
purposes the bill would establish a medical facilities mortgage insurance fund. 
The administration of the fund and the programs connected with it are to be the 
function of the Surgeon General of the Public Health Service with the approval 
of the Secretary of Health, Education, and Welfare. 

It is considered that the bill involves matters under the cognizance of the 
Department of Health, Education, and Welfare and would not directly affect 
medical administration or functions within the Department of Defense. Accord- 
ingly, the Department of the Navy, on behalf of the Department of Defense, has 
no recommendation to make concerning the enactment of H. R. 7700. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the Budget that 
there is no objection to the submission of this report on H. R. 7700. 

For the Secretary of the Navy. 

Sincerely yours, 
IrA H. NUNN, 
Rear Admiral, United States Navy, Judge Advocate General of the Navy. 


TREASURY DEPARTMENT, 
April 28, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce 
House of Representatives, Washington, D.C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on H.R. 6951 and H.R.7700, bills to provide mortgage loan insur- 
ance for the construction of hospitals and medical facilities. 

While H.R. 7700 contains more detailed provisions as to the proposed mortgage 
insurance program than H.R. 6951, both bills would authorize mortgage insur- 
ance in an amount not to exceed $1 billion for the construction of hospitals and 
other medical facilities, the program to be administered by the Department of 
Health, Education, and Welfare. The mortgage insurance would be patterned 
after the rental housing mortgage insurance authorized by section 207 of the 
National Housing Act, as amended. 

The Department has noted that the House of Representatives on March 9, 1954, 
passed H.R. 8149, the objective of which is to carry out in part the recommenda- 
tions contained in the message from the President dated January 18, 1954, rela- 
tive to the health of the American people. H.R. 8149 would authorize a program 
of Federal grants for the construction of hospitals and other medical facilities 
of a type similar to that for which mortgage insurance would be provided by 
H.R. 6951 and H.R. 7700. 

The need for the mortgage insurance program can more properly be assessed 
by the Department of Health, Education, and Welfare, and the Department is 
not in a position to state whether the program is necessary in addition to the 
proposed program of grants. However, the Department believes that if the bills 
are given favorable consideration, it may be preferable to place the administra- 
tion of the program (other than determination of general policy and eligibility) 
in the Housing and Home Finance Agency, which has a staff with experience 
in the mortgage insurance field. If that were done, it would be possible to inte- 
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grate the provisions of the proposed legislation with those of the National 
Housing Act, as amended, and thereby assure consistency with respect to matters 
sueh as rates of interest on insured mortgages, rates of insurance premiums, and 
the conditions of the debentures. The Housing and Home Finance Agency 
should, of course, collaborate with the Department of Health, Education, and 
Welfare to assure that there would be the necessary correlation between the 
grant and insurance programs. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee. 

Very truly yours, 
M. B. Foisom, 
Secretary of the Treasury. 


BOarD OF GOVERNORS OF THE 
FEDERAL RESERVE SYSTEM, 
Washington, March 26, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


Dear Mr. WOLVERTON: This is in response to your letter of February 4, 1954, 
requesting a report on the enclosed bill H.R. 7700 to amend the Public Health 
Service Act to provide mortgage loan insurance for hospitals and medical facili- 
ties used in connection with voluntary prepayment health plans. 

This bill relates to a matter which is not of primary concern to the Federal 
Reserve System and the Board has no general comments to offer with respect to 
the proposed legislation. 

However, it is noted that section 705 (b) of the bill would authorize the Sur- 
geon General, pursuant to an agreement between the Secretary of Health, Educa- 
tion, and Welfare and the Federal Reserve Board, to utilize the services and 
facilities of the Federal Reserve banks. The Board feels that, if it should be 
desired to utilize the services of the Federal Reserve banks under this bill, it 
would be preferable to provide for the use of the Federal Reserve banks as fiscal 
agents, as has been done in other cases. It is suggested, therefore, that the 
second sentence of section 705 (b) be changed to eliminate the references in that 
sentence to the Board and the Federal Reserve banks and that an additional 
sentence be added with respect to the utilization of the Federal Reserve banks 
as fiscal agents, so that these two sentences would read substantially as follows: 

“In carrying out his functions, the Surgeon General is authorized, pursuant to 
agreement between the Secretary of Health, Education, and Welfare and the head 
of any other Federal agency, to utilize the services and facilities of such other 
agency, and to pay therefor either in advance or by way of reimbursement, as 
may be provided in such agreement. Upon the request of the Secretary of Health, 
Education, and Welfare, and subject to regulation by the Board of Governors of 
the Federal Reserve System, any Federal Reserve bank is authorized to act as 
fiscal agent of the United States on behalf of the Surgeon General in carrying out 
his functions under this title, and any Federal Reserve bank shall be reimbursed 
for its expenses in acting as such fiscal agent.” 

The Board has been advised by the Bureau of the Budget that it has no objec- 
tion to the submission of this report. 

Sincerely yours, 
WILiiaM McC. Martin, Jr. 

The Cuarrman. The first witness this morning will be Dr. Joseph 
Bailey, Washington Clinic, Washington, D.C. 

Dr. Bailey was born in Washington, D. C., January 5, 1919. He 
graduated from Georgetown University in 1941 with a B. S. degree. 
He graduated from Georgetown Medical School, 1944, M. D. degree; 
interned Doctors Hospial 1944-45. Dr. Bailey was in the United 
States Navy in 1945 and 1946. 

He was a fellow in internal medicine at Mayo Clinic, 1946-48. He 
was in private practice of medicine, Washington, D. C., 1948-52, when 
he was called back to active duty in the United States Navy, where he 
served from 1952 to 1953. He is at present in private practice in 
Washington, D.C. 
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Dr. Bailey is a member of American Medical Society, District of 
Columbia Medical Society, American Heart Association, Alumni As- 
sociation of the Mayo Foundation, Rochester, Minn., executive and 
teaching staff, Doctors Hospital, Washington, D. C., chief of cardi- 
ology, Casualty Hospital. 

Dr. Bailey, we will be glad to hear you. 


STATEMENT OF DR. JOSEPH A. BAILEY, WASHINGTON CLINIC, 
WASHINGTON, D. C. 


Dr. Batter. Mr. Chairman and members of the committee, we have 
been requested to appear before this committee and to relate the prob- 
lems met with in the formation and establishment of the Washington 
Clinic now under construction in the District of Columbia. This we 
are pleased to do. 

This clinic represents the so-called group practice inasmuch as the 
various specialties of medicine, together with the general practitioner, 
will be housed in a single physical plant. There will be pooling of in- 
come and all overhead expenses will be paid from the income of the 
group derived from patients in the form of fees. 

I would like to take this opportunity to relate to this committee the 
evolution of our group. 

Having completed postgraduate training in the Mayo Foundation 
and clinical work with the Mayo Clinic, Rochester, Minn., several of 
us entered the private practice of medicine in the District of Colum- 
bia. It was aa natural, therefore, that group and individual types 
of practice would be compared. It was not long before we realized the 
many advantages of the clinic type of practice, both to the doctor and 
to the patient. At the same time, we are sure that this opinion is not 
shared by the entire medical profession. The problem then was how 
to establish an efficient functioning group. 

We did not underestimate the difficulties involved, but because of 
our personal experience and the experience of other well-founded 
groups established elsewhere, we set about the task of developing our 
clinic. It has not been easy. 

Interest. alone, however, accomplishes little. After many discus- 
sion sessions with a number of physicians, it became apparent that the 
first problem to be solved was that of financing ts an enterprise. 
One method had great appeal, that is, the giving of money by an in- 
dividual or an already existing foundation to establish a clinic for 
group practice. 

Great encouragement was given us from certain sources that money 
would be made available for such a clinic. Brochures were prepared, 
legal counsel was had, advice from the Bureau of Internal Revenue 
was obtained, but still no funds were ever secured. It soon became 
apparent that if we were to have the physical facilities for what we 
wanted in group practice, we must do it ourselves. When this fact 
was realized, it served to jell the ambitions of some and discourage 
others. This was quite natural, for few practicing physicians with 
their many responsibilities are sufficiently confident and determined 
to risk everything financially to attain a goal, whether it be for the 
establishment of a medical clinic or most anything else. This is not 
meant to be critical, but is an important and realistic fact with which 
this committee must be well aware. After 4 years of planning, 2 
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very important events were experienced by us. (1) In the fall of 
1952, the trustees of the Lisner estate in Washington, D. C., after hear- 
ing of our project, made available for us a very desirable and strategi- 
cally located tract of land which had not been peer for sale. 
Six physicians pooled together their resources, borrowed or saved, 
and purchased this property, contingent on the change in zoning 
which would allow the erection of a clinic. Literally, we went from 
door to door to enlist the support of the adjacent landowners in order 
to accomplish the change of zoning. We received the approval of 100 
percent of the property owners who urged the construction of such a 
clinic. Permission for rezoning was promptly granted and the land 
purchased. (2) The second event was the enlisting of the legal firm 
of Pierson & Ball. With their advice and counsel, a corporate body— 
Clinic Properties Association, Inc.—was established. Exemption was 
asked for and granted from the Securities and Exchange Commission 
for the sale of stock by this corporation. The land was then ex- 
changed by the six doctors for such stock. 

The majority of stock was bought by our friends and patients with- 
out any commission or promotion fee. As of today, we have sold 
about 65 percent of our stock. We were then able to secure a con- 
struction font of $400,000 at 5 percent over a 20-year basis. Between 
the cost of architects, land, and other expenses, it was necessary for us 
to spend approximately $130,000 before the construction of the build- 
ing was ever considered. In December 1953 our plans were put out 
for bids and the contract awarded to William P. Lipscomb & Co. 
The cost of our building will be about $525,000, with at least another 
$150,000 for equipment. Our clinic is now under construction and 
will be completed in the fall of this year. 

Although the physical plant of a clinic is a necessity, the success or 
failure of such a group is entirely dependent upon the medical per- 
sonnel. We think ourselves most fortunate in having a group of phy- 
sicians associated who have just a desire to create and build an 
outstanding medical team. In order to do this, they are willing to 
submerge themselves for the benefit of the whole. We expect to start 
with 25 full-time physicians and all fields of medicine covered. 

Practicing as a group, the Washington Clinic is a voluntary asso- 
ciation of physicians with a definite organizational framework having 
no stock and no assets. It has entered into a long-term lease with 
Clinic Properties Association, Inc., for renting the building and leas- 
ing of equipment. Its policies and actions are governed by the mem- 
bers themselves who are all salaried employees of the clinic. The 
organization of the doctor personnel of a clinic is a difficult problem 
and only doctors who believe and want to participate in such a project 
can make it a success. 

The interest on the part of the public has been most enthusiastic and 
encouraging. According to a worker in the Haskins news service of 
the Evening Star, there have been more inquiries relative to the Wash- 
ington Clinic than to any other single project in its history. 

From the practicing physicians in the metropolitan area, we have 
had much comment—some adverse—others most encouraging. 

During this time, we have also established a foundation for medical 
education and research. This foundation has been named after James 
F. Mitchell, who has been one of the outstanding personalities in 
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Washington medicine. This foundation will allow for investigative 
endeavor and provide for the educational facilities of fellows working 
in the clinic. The Washington Clinic can give money to this founda- 
tion, thus enabling it to return to the sick that which has come from 
the sick. Money received from patients in the form of fees will thus 
be returned to them in the form of advancement of research and 
methods for better medical care. 

As of the present time, the clinic plans to function under a fee for 
service plan. We have no prepayment voluntary plan. We can well 
appreciate the many advantages to the public of such a plan, but we 
are also aware that such a plan must be made successful or not by the 
practicing physicians. If the public is satisfied by the care it receives 
on a prepayment basis, it will be a success, but if the doctor-patient 
relationship is hindered by a prepaid fee, the success of such a plan is 
not very favorable. 

After 5 years of planning and work, the Washington Clinic, because 
of the determination and vision of a small group of physicians here in 
Washington, and because of the generous help and advice of many 
individuals, is about to commence the private practice of medicine as 
a group. 

The CuarrMan. Any questions, gentlemen ¢ 

Mr. Dotiiver. Mr. Chairman. 

The Cuarman. Mr. Dolliver. 

Mr. Doxitver. How many physicians are associated together in your 
clinic ¢ 

Dr, Battey. We hope to start with about 25 full-time physicians. 

Mr. Dotuiver. What will be their relationship; will it be a contrac- 
tual relationship, a partnership, or both; or just a loose association 
working under the same roof ¢ 

Dr. Battery. It will be a voluntary association of doctors. 

Mr. Dotitver. Not in a corporation ¢ 

Dr. Battery. No; not in a corporation. 

Mr. Doutiver. Will there be any provision for a man withdrawing 
or new members coming in from time to time ? 

Dr. Barney. Yes; anybody may leave at any time they like, and 
new members will be taken in from time to time, depending upon their 
acceptance by the present staff of the clinic. 

Mr. Dotuiver. Let me inquire, if a new doctor comes into the clinic, 
will you require him to buy his way in or how is that to happen? _ 

Dr. Batey. No; actually, to separate the two, there is no buying 
into the clinic at all. The corporation is the stockholding organiza- 
tion which is entirely separate from the clinic. 

Mr. Dotuiver. It will own the property ? 

Dr. Batey. The building; the association actually. 

Mr. Dottiver. If a new doctor comes in, would he rent space from 
the building corporation ¢ 

Dr. Barry. No; the doctor that comes in merely works as a salaried 
member of the clinic. He does not actually rent anything; he just 
works in the clinic. 

Mr. Dottiver. And he receives a stated compensation for the work 
he does ¢ 

Dr. Bamey. He receives a stated compensation regardless of the 
work he does. He is not paid on how much work he does. 
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Mr. Doxtiver. I suppose that the objective of the corporation 
would be to have a well-rounded group, including specialists in all 
branches of medicine, as well as a considerable number of general 
practitioners ; is that true? 

Dr. Batter. We hope to have two or three general practitioners. 
In addition to the general practitioners, the rest of the doctors in 
the clinic will form the various specialists of medicine. 

Mr. Dotuiver. Where is the clinic located ? 

Dr. Baitry. It is located right at the juncture of Wisconsin Avenue 
and Western Avenue, across from Woodward & Lothrop’s new store. 
It is in the District of Columbia, just across the line from Maryland. 

Mr. Do.tiver. This enterprise has been carried on and developed 
without any governmental assistance of any kind, either by direct 
or indirect, by the District of Columbia or by the Federal authorities? 

Dr. Battey. We have not asked for and have not received any help 
from the government at all. 

Mr. Dotiiver. I wonder, have you had some financing problems, 
however, in connection with the erection of the building? 

Dr. Barry. Yes, we have had considerable financial troubles. 

First of all, of course, the only thing we started with was the six 
doctors buying a piece of land. And then incorporating and getting 
a franchise to sell stock in the Clinic Properties Association. We 
turned that land in to the corporation for return of stock. 

Now, we have gone out as individuals selling stock to our patients 
and to our friends in the Clinic Properties Association, Inc., which, 
of course, will own the land, the buildings, and lease all equipment. 

Then they own all of the equipment in the building also. 

Of course, the main thing that we have to guard against when we 
try to go out and ask people to invest and buy our stock, the one thing 
we have to keep straight with them.is the fact that they are not invest- 
ing in the private practice of medicine. In other words, they are not 
going to share in the income from the practice of medicine. Their 
total income will be derived from rental and leasing of equipment and 
that rental is calculated on a certain return to the stockholders. 

Mr. Dottiver. There are some rather difficult financing problems, 
undoubtedly, connected with this enterprise and other similar enter- 
prises, are there not ? 

Dr. Battery. Of course, the financial problem has been particularly 
in getting our money. 

Mr. Dotutver. That is what I mean. Do you think you would have 
found such Federal aid or Federal loan advantageous in the enter- 
prise that you are speaking of or are interested in ¢ 

Dr. Battery. Well, as we stand, as of today, our finances are satis- 
factory. In other words, we have received from private sources money 
sufficient enough to go through with our project. 

Of course, in working up and receiving the final loan here of $400,000 
on a first trust, we had to go through many other situations in which 
it was not $400,000, so that it gradually worked itself up. In other 
words, it was difficult at first to finance a building of our kind, as it is 
any one-purpose building, as you might put it, to finance. 

Mr. Do.uiver. Let me put the question in a little different way. 

Do you believe that if this legislation now under consideration had 
been law at that time, at the time you started this enterprise, and Fed- 
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eral funds had been available for loaning to you to build the clinic, that 
you would have taken advantage of those provisions of the law? 

Dr. Battery. I think we probably would. 

Mr. Dotuiver. As a rather quick and easy solution to the problem 
which you have now overcome. 

Dr. Battey. That is right. 

Mr. Douitver. By the way, would you care to reveal what your 
financial condition is or what the investment is ? 

Dr. Bartey. The final investment ? 

Mr. Do.utver. The final investment; yes. 

Dr. Battery. The final investment will come pretty close to a mil- 
lion dollars, with the total value of the land, the building, and equip- 
ment; the total assets will be close to a million dollars. 

Mr. Dotuiver. That, of course, as you say, will be private money 
that has been brought together by the various means you have sug- 
gested ? 

Dr. Battery. Yes; outside of the $400,000. 

Mr. Douuiver. Well, the $400,000 was actually private money. It 
was not borrowed from any public organization. It was a first trust 
loan on the property, was it not ? 

Dr. Bawey. That is right. 

Mr. Dottutver. I think that is all, Mr. Chairman. Thank you. 

Mr. Priest. Mr. Chairman. 

The Cuarrman. Mr. Priest. 

Mr. Priest. Just one or two question, Dr. Bailey. Mr. Dolliver 
has asked most of the question that I had in mind. 

Mr. Doxutver. Excuse me. 

Mr. Priest. That is quite all right. Information is what the com- 
mitee wants. 

I understood you to say, Dr. Bailey, that you had no voluntary 
prepayment plan; that the clinic would function under a fee for 
service plan. 

Dr. Battery. That is right. 

Mr. Prigst. I want to ask whether there has been any contempla- 
tion of a voluntary plan by the organizers of the clinic; by the group 
of doctors interested in the clinic. 

Dr. Battery. As of the present time we have not contemplated any 
prepayment voluntary plan. 

Mr. Priest. I think you made a very apt observation when you 
pointed out that the success of any voluntary plan depends largely 
on the practicing physicians who may engage in it. As you have aptly 
put it, if the pabtha is satisfied with the care it receives under a pre- 
payment plan it will be successful, and if they are not satisfied and 
the doctor-patient relationship is not entirely satisfactory, then it will 
not be a success. 

I have been interested for some time, as most of the members of 
the committee have been interested, in any possible ways of expansion 
of the prepayment plan for medical services, and I was just interested 
to know whether you had contemplated up to this point, entering into 
any such plan in this clinic. You say that you have not. But that 
does not preclude, I am sure, that you might consider such a plan at a 
later date. 

Dr. Battery. No; it does not preclude it at all; no. But as of now, 
we have not even thought of it, actually. 
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Mr. Priest. And as understood, Dr. Bailey, in response to one of 
Mr. Dolliver’s questions, that you feel that if the provisions of H. R. 
7700 had been in effect, when you and your group started in with this 
clinic, the probabilities are that you might on have availed your- 
selves of the opportunity offered under the bill. Was that substan- 
tially your answer ? 

Dr. Bauer. I would say possibly; yes. You see, we went through 
so many turmoils in getting money—it was not easy to obtain the 
money. 

Mr. Priest. I can appreciate that fact. That is all, Mr. Chairman. 

The Cuarman. Any further questions / 

Mr. O’Hara. Mr. Chairman. 

The Cuarrman. Mr. O’Hara. 

Mr. O’Hara. Doctor, I would like to ask you two or three questions. 
One of them is, what rate of interest are you paying on your trust ¢ 

Dr. Battery. We are paying 5 percent interest on our trust over @ 
20-year period. 

Mr. O’Hara. Amortized loan ? 

Dr. Battery. Amortized; that is right; yes, sir. 

Mr. O’Hara. Then the relationship of the doctors themselves are, 
they are on full time, or a part time basis? In other words, as I under- 
stand your testimony it is a flat agreement with the doctor who enters 
into the co-partnership, co-partnership arrangement with the clinic. 

Dr. Battery. Yes, sir. 

Mr. O’Hara. In addition to that, does the doctor have his own 
outside practice and hours in which he is not engaged in the clinic, or 
is all of his time and all of his fees derived from his services paid into 
the clinic? 

Dr. Battey. Yes; no one of the 25 doctors that I spoke of will have 
outside practice. They will all be full time members of the clinic, with 
no outside, so-called practice, with offices somewhere else. 

In addition to that 25, however, when we are starting this clinic, for 
instance, we are not going to have, for instance, a brain surgeon; a 
neurosurgeon, because we feel that a neurosurgeon at this stage of 
the game may be a little difficult for the clinic to obtain, so far as pay- 
ing the amount necessary or having the amount of work that will be 
done. So, we have made agreements with a neurosurgeon outside of 
the clinic who will see our patients at our clinic for us on a consulting 
basis. 

When the time arrives that we are doing enough neuro surgery to 
support a full time neurosurgeon, then we will take on a full time 
neurosurgeon, and that applies to several other fields. 

Mr. O’Hara. Doctor, I notice that you had a fellowship at the Mayo 
Clinic. 

Dr. Batter. Yes, sir. 

Mr. O’Hara. And you are generally familiar with a small town 
practice which exists out in Minnesota, which would be, I suppose, 
comparable with the small town practice in most States. 

Dr. Batney. Yes, sir. 

Mr. O’Hara. And having in mind the problems that arise, would 
the provisions of H. R. 7700 be of particular benefit to the doctors in 
the small towns who might want to form a similar clinic? 

Dr. Bamey. I can answer that question—I think the answer is 
probably “Yes.” I think there is.one thing though that must be kept 
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in mind, and that is this, that because funds are available to establish 
a clinic, it does not make that clinic. The going out and getting a 
group of doctors that will work together is one ‘of the biggest diffi- 
culties in establishing a clinic. 

Mr. O'Hara. It is about like getting married ? 

Dr. Battery. That is right. ‘This is exactly right. In other words, 
the doctors that you get, unless they come out of, r just finishing 
their training, have never entered private practice—they lose their 
independence in a certain sense of the word. It is not really inde- 
pendence, but, for instance, they cannot take off 2 or 3 days here or 
2 weeks here, and jeopardize the rest of the group. You must get men 
that want to practice group practice in order to make it a success. 
You just cannot say, “Here isso much money. Forma group.” We 
have got to get men who will practice together. 

Mr. O’Hara. The whole success of it, Doctor, is not only the ability 
of the copartners to get along, but to be measured in some degree by 
the skill of the group that are doing it, is that true? 

Dr. Baitey. That is exactly true. 

Mr. O’Hara. And I suppose you are familiar with the fact that 
even in the small towns out in Minnesota, in many, many instances 
the doctors have joined together, or part of the doctors in small towns, 
and formed a clinic—sometimes all of the doctors—and heretofore 
that has all been a matter largely with their own arrangement, their 
own financing. 

Do you think this bill might unduly encourage more of that type 
of operation which would still be dependent upon the elements which 
are so important if they are to get along together; and the skill of 
those engaged in the enterprise ? 

Dr. Bartey. Well, I think from the bill’s point of view that in order 
to have the prepayment type of plan put into effect, as well as have 
a group to administer it, so to speak, that the group must be complete, 
because the way I look at it, that is, the patient buying a prepaid 
medical plan, he buys all fields of medicine, and, therefore, if he buys 
it from, say, the Washington Clinic, then the Washington Clinic must 
supply to him all of the various fields, We cannot have just a couple 
of branches, if he buys prepayment. 

And, the small towns in Minnesota, I do not know whether, unless 
you import doctors from the outside to staff the so-called groups, 
whether you would ever be able to establish what I think you are 
talking about. 

Mr. ‘0 Hara. Well, I do not think, Doctor—I am now speaking of 
clinics in the small towns that I am aware of—I do not think one 
of them has a prepayment plan, The pateijent is the only one that 
has the accepted types of medical prepayment plans, and I ‘think that 
is the only practical solution in those communities. 

Dr. Barney. I think so, too. 

Mr. O’Hara. Where you do have a clinic such as you have set up 
here. It is very possible and very practical to have a prepayment 
plan arrangement, but I think that would entirely centered in the 
larger ¢ enters of population. Would not that be tr ue? 

Dr. Barney. I would believe so; yes. 

Mr. O'Hara. And, of course, you still have the reality of experience 
to go through with and there will probably be a lot of headaches: but 
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you do anticipate general success from the viewpoint of giving service, 
in Washington, and the patients that are patients of your clinic. Is 
that true ¢ 

Dr. Baitey. We certainly hope so. 

Mr. O’Hara. Thank you. That is all, Mr. Chairman. 

Mr. Rocers. Mr. Chairman. 

The Cuarrman. Mr. Rogers. 

Mr. Rogers. Dr. Bailey, I wonder if you are in favor of the provi- 
sions of this bill. 

Dr. Baitey. I do not remember all of the provisions of the bill. If 
I remember correctly, there are certain stipulations that must be ful- 
filled in order for the bill to apply to a group. Correct me if I am 
wrong. 

Mr. Rogers. Since you must have voluntary prepayment plan in 
your clinic, it would not do you any good, or any clinic the like of 
which you have under the provisions of this bill, as I understand it, be- 
cause this would merely help, provided you had a voluntary prepay- 
ment plan. 

The CHatrman. Will you pardon me there. The bill has a limita- 
tion of 60 percent which must be made available for that type, volun- 
tary ‘ype. 

Mr. Rogers. And the other 40 percent may be made up of the other 


type? 
he CHarrMAN. Yes. 

Mr. Rogers. Does that mean 40 percent of the patients; does that 
mean that 40 percent of the patients treated must come under that 
provision ? 

The Cuarrman. 60 percent of the facilities shall be available to pre- 
payment plans. 

Dr. Battery. The way I look at the bill, the only way we would be a 
beneficiary under it, we would have to convert into a prepayment plan 
and do 60 percent, of which 60 percent of our facilities under the pre- 
payment plan. 

The CuarrMan. Will the gentleman yield ? 

Mr. Rogers. Yes, I will yield to the chairman. 

The Cuatrman. I think you have misunderstood it. The bill would 
not have that effect, that you would be justified in saying in organiza- 
tions such as that represented by Dr. Bailey would not be available. 
It would be available. It does provide that whatever facilities are 
available, 60 percent of them must be for the use of voluntary prepay- 
ment plan patients. 

Mr. Kiet. Will the gentleman yield at that point ? 

The Cuarrman. Mr. Klein. 

Mr. Kern. I would like for this all to be cleared up. 

Does that mean then that 40 percent of the funds available would be 
available to clinics such as this one where you do not have any prepay- 
ment plan, do you mean 40 percent of the facilities of the clinic must 
be available? 

The Cuarrman. I might say for the benefit of the gentleman that 
serious consideration is being given to whether there should be any re- 
striction such as I have just mentioned in the bill and whether it 
should not be broad enough to include all organizations such as Dr. 
Bailey has described in the Washington Clinic. 
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So I think that 1s a subject that will undoubtedly be given very se- 
rious consideration by the committee. 

Dr. Bawey. Mr. Chairman, I would just like to state that the pre- 
payment basis is all new to me; but I cannot help but feel that cer- 
tain groups, when we start in the practice, or open the clinic, for 
instance, are going to be halfway prepaid, and when I say that, I 
mean for instance the big bulk of the population now carry surgical 
plans to take care of various operative procedures—obstetrical care— 
that is prepaid medicine in a certain sense of the word. They are 
buying insurance through the various insurance organizations, of 
course. 

The Cuamman. I am inclined to think that there may be an inter- 
pretation given to the bill that would justify the opinion that you 
have expressed, Mr. Rogers, and if the bill does have that effect, I 
am inclined to believe that it should be changed so as to eliminate 
that restrictive feature and make it usable by all. There is some 
objection made that by reference to the voluntary prepayment plan 
that is provided for in the bill, that it is selecting a segment of the 
medical profession, which is not justified, and, of course, it is readily 
understandable why a provision of that kind would be helpful in 
making it a bankable or a financially sound institution, because it 
would provide for the income that would come through organizations 
such as the prepayment plan contemplates; but as I say, that ques- 
tion is one that undoubtedly will be given very serious consideration 
when the bill is taken up in the committee. 

Mr. Petuy. Mr. Chairman. 

The Cuatrman. Mr. Pelly. 

Mr. Pemy. Dr. Bailey, does your clinic fall within the code of 
ethics and good practice of the local medical society and the American 
Medical Association ¢ 

Dr. Battery. I would certainly think it would. 

Mr. Petxiy. In other words, it is or provides for a free choice 
of doctors. 

Dr. Battery. Free choice of doctors. 

Mr. Petty. If, for example, you could have obtained financing on 
a 40 year’s amortization base rather than 20 years amortization base 
you could have redistributed the cost, as I figure it, from writing off 
a million dollars in facilities in 20 years, to 40 years. Is that not 
right ? 

Dr. Battery. That is correct ; yes. 

Mr. Petty. Therefore, amortization could have been based on 40 
years instead of 20 years? 

Dr. Battery. Yes. 

Mr. Petry. Therefore the amortization base now is about $50,000 
a year, and your clinic, and the patients, have to pay that in in order 
to just pay off the principal. 

r. Bamey. Yes; pretty close to that. Actually, when we quoted 
a million dollars in assets, that is not the amount of money actually 
that we have put into this organization. Now, we were able to secure 
the original land that was owned, residential A, restricted, by going 
through the Zoning Commission, and being able to rezone that land, 
to be able to build our clinic. Of course, we increased the value of 
that land. 
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Now, that represents probably $150,000 to $175,000 more of the 
value of the land; but what you say is correct, that we have in the 
neighborhood of $30,000, thirty-some thousand "dollars each year, so 
far as amortization is concerned on our property over a 20-year 
base period. 

Mr. Peiiy. And that affects your fee schedules? You have to an- 
ticipate that and you must take that in from your patients, that is, 
enough to pay off that amount over a 20-year investment, on some- 
where close up to a million dollars, which would be $50,000 a year. 

Dr. Batey. Now, remember that it is the Clinic Properties Asso- 
ciation, Inc., to which the clinic pays rent. 

Mr. Pewiy. That is right, but your rental is based on that. 

Dr. Barer. The rental is based on that amount. 

Mr. Petty. And your fees are based on your being able to pay that 
rent. 

Dr. Battery. That is true. 

Mr. Pretty. Now, if you could have gotten a 40-year loan you would 
have had a lower rental and in turn could have charged lower fees 
to your patients, could you not ? 

Dr. Battey. I think that follows; yes. 

Mr. Petty. Because I think the interest of our committee in this 
legislation is to provide lower cost medical service and make it avail- 
able to low-income groups. 

Dr. Battey. Well, I think the basic idea of the thing, however, 
is, the main effect of it is practicing as a group. No. 1, just as an 
example, you take 25 doctors, as we are, practicing individually, we 
will all require either one or two to help in the office, as far as the 
female help is concerned. We will have 25 doctors and need 25 wait- 
ing rooms, but if the 25 are put under group practice, we will need 
only one or two big waiting rooms, with m: aybe two personnel con- 
trolling the w aiting room ; ‘maybe only one person giving service to 
four or five doctors. 

So actually the basic idea of group practice in itself eliminates 
some of the overhead, as you may say, in the running of the medical 
team. 

Mr. Petity. What you are saying, then, Doctor, is that the whole 
idea of the clinic is to reduce the cost of medical services to the public ? 

Dr. Battry. No; I do not say that the whole idea is that, no. The 
whole idea is, No. 1, I think, if run effici ently and economically, we 
can reduce some costs. No. 2, is that it gives greater convenience to 
the patients, where they get all of their medicine and all of the services 
under one roof; not running here and there for various things to be 
done. It gives convenience. It also adds a stimulus to the doctors 
practicing in the clinic itself, with consultations available immedi- 
ately, where there is discussion of the various cases, which can be had 
right away. 

Mr. Petty, Modesty prevents you from saying that it enables you 
to give better medical service; is that right ? 

Dr. Batiey. I actually think it does; yes. 

Mr. Petry. Thank you. That is all, Mr. Chairman. 

Mr. Kuern. Mr. Chairman. 

The Cuarman. Mr. Klein. 

Mr. Kier. Dr. Bailey, carrying Mr. Pelly’s point of view a little 
further, you say that it would reduce the cost somewhat. Obviously 
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it would reduce the expenses where you have a group, rather than 
individual physicians, as you point out. 

Would that saving then be passed on to the public ? 

Dr. Barry. No. 1, I must correct that by saying I do not know if 
it is going to do that. 

Mr. Kern. We will say theoretically. I do not want to put you 
on the spot; just theoretically. 

Dr. Barter. Theoretically, yes, I think that patient should get the 
advantage of savings in medical care. 

Mr. Krery. Is it your opinion, then, that this group practice ulti- 
mately—if :t is run for the benefit of the public—should result in a 
lessening of medical costs to the average person ? 

Dr. Bamtey. I do. 

Mr. Kiem. Now, specifically, I notice you call the doctor members 
of your group partneres. 

Dr. Battery. No. 

Mr. Kie1n. Did you not use that term ? 

Dr. Battey. No. 

Mr. Kern. Well, these doctors are all employed by the clinic? 

Dr. Battry. They are employed by the clinic. 

Mr. Kier. And the profits, then, if any are derived, will be profit 
to the clinice—— 

Dr. Battery. To the stock; that is right. Now, this is a difficult 
problem in trying to sell stock to people. The stock is only held by 
the corporation. Now, some of the doctors—not all of the doctors in 
the clinic are stockholders—have bought stock in the corporation. In 
the clinic itself, every doctor on the staff in the clinic will be a salaried 
employee of the clinic; all will receive a salary. 

Now, I believe your question reads to the point of, at the end of the 
year, for instance, if we paid all of our debts and paid all of our 
expenses and there was so much money left over. 

Mr. Kriern. What happens ? 

Dr. Bartey. What happens to that money ? 

Mr. Krern. Yes. 

Dr. Barry. That money, so far as that is concerned, anything can 
be done with that money. It belongs to the clinic. It can either be 
given, No. 1, it can be given to the Foundation, or it can be given and 
distributed to the doctors in the form of a bonus; it can be given to 
the corporation to start an addition to the building, if you wanted to 
put it that way. It is the clinic’s own money, and it can be made a 
part of the organization. That money belongs to the doctors and the 
doctors in themselves can do what they want with that money. 

Mr. Kuern. Is that a similar setup as we would have, or as they have 
in the Mayo Clinic and some of these larger clinics. 

Dr. Bamxry. Of course the Mayo Clinic is on a much larger scale 
than we are, but I think our setup follows fairly closely the setup at 
the Mayo Clinic; not exactly, but fairly closely. 

Mr. Kuern. In other words, a person requiring medical service can 
get a wide variety of service, and whatever the service may be in one 
place, by going to one place, and find out what is wrong with him ? 

Dr. Battery. That is right, and we are trying to pick people that are 
competent in their various fields of medicine and putting them 
together. 
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Mr. Kiery. Do I understand that you said that you do not contem- 
plate at the present time any prepayment plan for patients ? 

Dr. Bartey. Of course, I must say that I have no contemplation of 
such a plan, or we have no plan at the present time for such a plan. 
Whether or not it will come into being, I think that is something for 
the future, that will have to be considered. 

Mr. Kern. -At the present time you have not / 

Dr. Battey. We have not at the present time. 

Mr. Kern. So actually it seems to me whatever interpretation we 
may put on the legislation which is before us now, your organization 
would not come within the benefits of this bill. In other words, you 
would not be entitled to have one of these Government-secured mort- 
gages, because of the fact that you do not at the present time at least 
have any prepayment plan whatsoever. It is private enterprise ¢ 

Dr. Barer. It is private enterprise, except I must say this, that 
from your question, so far as we know, we would not fit into your 
scheme of events here. I believe that our organization is not the 
ideal organization, type of organization, that fits into your plan. 
Now whether or not that would make us eligible under such a plan 
as yours would depend upon whether we could conform with and ful- 
fill the stipulations of the 60 percent or not at the present time. 

Now, just in listening to the question as to whether or not you make 
that 60 percent or not, is coming up. Whether or not you provided 
for the 60-percent stipulation. 

Mr. Kiern. That is my next question, and my final question. Do you 
think, Doctor, thit this plan, or that the Government in any case, 
should step in and offer some kind of financial assistance—any kind— 
to a group who bands themselves together as you have, which I think 
is a very laudable purpose; but do you think that the Government 
should come in and assist such organizations as yours—I mean gener- 
ally. Of course, this may be amended. But, what you say as to 
groups such as yours, when it is formed it just cannot get along; do 
you think that the Government ought to come in there and help you 
out ? 

Dr. Bartry. That is, just cannot secure a loan ? 

Mr. Kuern. Well, either a loan or you cannot make the thing pay 
and you do not have enough doctors; you do not have enough patients 
in the beginning, or whatever the reason may be. 

Dr. Bartey. I think the answer to your question is that it would 
certainly be much easier for a group that is really interested in es- 
tablishing a clinical type of practice to have something as you are 
presenting. In other words, I can see that there will be much adverse 
comment toward it in view of the fact that you are taking a certain 
segment of doctors and helping that segment of doctors. 

Mr. Kiern. One other question. Do you know what the position 
of the American Medical Association would be on this legislation ? 

Dr. Battery. I have ideas, but I just do not know the exact view- 
point. 

Mr. Kuern. I think they are just like mine. The American Medical 
Association would probably be opposed to it. They would say that 
this is an instance where the Government is getting its foot in the 
door. They do not want the Federal Government to come in and help 
any doctors do anything, because they claim then the Government 
will take over and it will result in socialized medicine. 
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That is all, Mr. Chairman. 

Mr. Harris. Mr. Chairman. 

The CuarrmMan. Mr. Harris. 

Mr. Harris. I would like to ask you just 1 or 2 questions, before 
we answer the rolleall. 

The Cuarrman. Mr. Harris. 

Mr. Harris. I doubt that I will be able to come back right away, 

W hat do you mean by fee for service / 

Dr. Bartey. I meant that the patient is charged for the service he 
receives. 

Mr. Harris. You mean you have a set fee that you charge / 

Dr. Bainry. Well, no. 

Mr. Harris. For any particular service ? 

Dr. Battery. No; just as an example, I think this will answer your 
question. A man has to have his gall bladder out. There is a certain 
fee charged for removing the gall bladder. Now, the fee schedule 
for that comes up, and I think it is a variable fee. In other words, 
there is no standard fee to every person, that such and such a cost, 
so many dollars, will be charged and that is the amount of money 
that the person pays for certain things. I think it should be caleu- 
lated, you might say, according to the income of that individual. 

Mr. Harris. Well that is the reason that I asked the question. It 
seems to me that this indicates here that you have a set fee for a par- 
ticular service such as a physical examination, or a gall-bladder oper- 
ation, or whatever it may be. Therefore, as I gather from your plan 
here, it will be no different from what is general and the usual prac 
tice now, among the medical profession. 

Dr. Battery. The basic idea is not different. In other words, the 
basic idea of charging the fee is exactly the same as practiced in private 
medicine today. 

Mr. Harris. That is the way, then, that you are distinguishing be- 
tween the fees that you charge and the so-called fee for payment under 
the voluntary plan ? 

Dr. Baitry. Yes; that is the definite difference there. 

Mr. Harris. Now, one other question. You said that all your do 
tors would be on salary. 

Dr. Battery. Yes, sir. 

Mr. Harris. Could you give approximately what those salaries will 
be, or a statement of what the range of salaries would be / 

Dr. Baitey. I have no definite range. I would say that the definite 
salaries for doctors, initially, 1 would say the initial salary of men in 
this clinic will run anywhere from $8,000 or $9,000 a year to say, 
$18,000 a year as a basic salary that the man will receive. 

Mr. Harris. Thank you very much. That is all, Mr. Chairman. 

The Cuatrman. As you have heard, the bells have rung. That re- 
quires the committee to answer rollcall on the floor of the House. 

I would assume that that would be finished by a quarter of 12. We 
will recess until that time, having in mind that the House will be 
engaged in general debate, and we have secured permission to sit 
during the debate. 

We would like to get along as well as we can today, because of the 
fact that 3 days have ‘been allotted to these hear ings, and it will require 
us to give every available minute to the hearing of witnesses. 
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Mr. Youneer. Mr. Chairman, may I ask a question? 

The CuarrMan. Yes. 

Mr. Youncer. What is the amount of your authorized stock ? 

Dr. Barter. We have two types, an A and B stock; $300,000 A and 
$150,000 of B. 

Mr. Youncer. Thank you. 

The Cuarrman. The committee will recess until a quarter of 12. 

(Thereupon, a recess was taken until 12:15 p. m., for the purpose of 
answering rolleall, after which the following proceedings were had.) 

The Cuarrman. The committee will come to order. 

Dr. Bailey, I assume from the statement that you made this morn- 
ing that speaking for the Washington Clinic it could be properly said 
that you are in favor of H. R. 7700. 

Dr. Bartzy. Yes; I think so. 

The Cuarrman. Of course, I am assuming that your attitude toward 
the bill would be improved if it were, in your opinion, open to your 
organization and similar organizations without respect to prepayment 
plans. 

Dr. Batrry. Yes; that is correct, according to the statement as 
you made, changing of the percentage, whether it be 60. percent or 
eliminat ing the percentage. 

The Carman. What, in your opinion, is the probable future for 
the group plan of practice ? 

Dr. Barry. In my opinion, I think that the group practice plan 
is the plan that is going to come in in the future. I think it definitely 
will become more—or more groups will be established throughout this 
country probably, and I think that it is just a segment, geographical 
segment, actually, as you will see if you go into certain parts of the 
country. If you go west of Chicago there are numbers of groups 
throughout the West. East of Chicago, group medicine is lagging in 
numbers as compared to the Middle West and the West. 

The Chairman. In your opinion, what would probably be the most 
outstanding reason or reasons for the group practice plan being 
recognized in the future? 

Dr. Battey. Well, I think the public, the wishes of the public on 
the whole, to see what they can obtain under the group type of 
practice, will be the deciding point. In other words, what the public 
wants I think is going to decide on what the doctors as a whole are 
eventually going to do. If they see that the public is more interested 
and more willing to go to groups than they are to individuals, once 
groups are presented, then I think that human nature is just going to 
make the doctors sit up and take notice on the thing and say maybe 
we had better establish some type of group practice. 

The Cuarrman. From the standpoint of the public what are the 
advantages to be gained by the group practice plan ? 

Dr. Barer. I think the advant: uges to be gained by the patients, 
No. 1, is the convenience. They get their entire medical care under 
all of the various types of medicine in one single physical plant. 

Then, eventually, t think they will be apt to, get more for what they 





pay, if you want to put it that way; more for ‘their money than they 

can get in dealing with individuals. In the same sense, I think it 
follows that the cost might likewise be less to the patients. How much 
less I do not know. 
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The Cuarrman. Well, the latter consideration that you have men- 
tioned is coming to the benefit of the public. It is possibly the one 
that actuates this comittee at the present time in these studies more 
than any other one. In other words, it has been so definitely shown 
to this committee that the cost of medical care and hospitalization is 
such that it is in many instances beyond the reach of the individuals 
and their families, and it is not available except at such a great price 
that frequently it is financially tragic in its effect upon those families. 

So that the committee is naturally interested in any plan that would 
enable us, with some degree of confidence, to assume that the cost 
could be curtailed by legislation that we would pass in one way or 
another. The committee has already expanded the Hill-Burton Act, 
which met with very favorable opinion in the House. Yesterday we 
passed another one of the administration health bills, unanimously, 
all of which is very encouraging and makes it plain to this committee 
that its efforts to improve health conditions is approvingly recognized 
generally by the public. 

Now, with respect to this bill that is before us, while it is not in the 
same sense as those that have preceded it—administration bills—yet 
it is a measure that has grown out of our experience as we have con- 
ducted these hearings, last fall and since January of this year. 

There is an underlying thought that at times facilities are not avail 
able because of the difficulty in providing for them; because of the 
financial burden. 

Your organization has fortunately been able, so far, to finance its 
efforts without the assistance of a bill of this character, yet you have 
frankly admitted that if such a facility had been available in the 
beginning you would probably have taken advantage of its terms. 

Is it your opinion that the availability of a statute such as this 
would have a tendency to obstruct medical facilities in connection with 
group practice or individual practice in more remote communities 
in the nations? 

Dr. Battery. I feel that in the more remote communities that this 
bill—that they would have a pretty difficult time in fulfilling the re- 
quirements of this bill, actually. 

I understand in the bill at the present time also you have left it 
to the discretion of the Surgeon General as to the number of specialists, 
for instance, that have to be incorporated in the group before they 
qualify. 

I feel that this bill would definitely enhance the development of 
groups everywhere, but I think it would be a little difficult the way 
the bill is stated to fulfill the stipulations of the bill in the remote 
communities. 

The Cuatrman. Probably I should not have used the term “re- 
mote”; use it in the way that enables you to give the meaning to it 
that you have. 

When I speak of remote I have in mind communities that are re- 
moved from hospital facilities at the present time. It would not 
necessarily mean communities so remote that there would only be one, 
maybe one physician in a great area. I do not mean it particularly 
in that respect. ee 3 

But, would it be helpful in providing facilities in communities that 
at the present time are without some outside assistance, would not be 
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in a position to have the advantages of health facilities that we could 
recognize might be desirable when there is availability of funds such 
as this bill would provide. 

Dr. Battery. Well, I think the answer is yes, to what you are saying. 
However, I can only think of, for instance, an area which we would 
call remote—take Washington and Leesburg, for instance, 40 miles 
from Washington. To go to Leesburg, with money available to estab- 
lish a clinic under the bill as stated, a group up in Leesburg, I do not 
think it would facilitate the thing up there. I do not think that you 
would ever be able to group the medical profession in that area in a 
group really, from a personal point of view. 

I do not mean that the doctors want to have more facilities to do 
this and work with more comfort and render more care to all of those 
areas arund Leesburg, but I personally feel that they would not take 
advantage of the bill. They would not want it. 

Now, I am just speaking my own opinion. 

The Cuarrman. Of course, I would not look upon Leesburg as a 
place that would necessarily require the facilities that are made avail- 
able by this bill. I have in mind smaller communities, as well as the 
larger ones. There is no doubt at all in your mind that this would be 
very helpful in our large communities. 

Dr. Bartey. IL agree with that. 

The Cuamman. But, as you go down the line and approach the 
point of remoteness, why necessarily, the facilities would not be as 
readily accepted or necessary as they would where there was a larger 
population. That is your feeling. 

Dr. Barry. That isthe way I feel; yes, sir. 

The Cuamman. Now, having in mind the facilities that are avaii- 
able now, using the city of Washington as an illustration, is there a 
place where a setup such as this could be available in a city the size 
and within the existing facilities, that Washington has? 

Dr. Batrtey. You mean, is there a building already constructed that 
could be bought ¢ 

The Cuamrman. No; I mean is there a field of activity open, in your 
opinion, or fields of activity, that in a city the size of Washington, 
under the tncilitins that it has, that could properly and would be 
expected to use a statute such as this, or take advantage of such a 
statute ¢ 

Dr. Bartey. Yes; I think that isso. 

The Cuarrman. | would like for you to explain to me the financial 
background of your organization. It had to borrow money. Now, 
in just what form did ‘that borrowing take and from whom? 

Dr. Bamey. The borrowed money was secured from Walker & 
Dunlop, which are investment brokers here in the District of Columbia. 
We obtained our loan from them as, entirely a first trust at a 5 percent 
interest rate, to be amortized over a 20-year base, 

The Cuamman. Now, who secured the trust / 

Dr. Bartey. Walker & Dunlop and the doctors of the clinic. The 
corporation members, members of the corporation secured the trust. 

The CHarmMan. Did you execute it as a corporation or as indi- 
viduals ? 

Dr. Bautzy. No; we executed it as a corporation. 

The CuHatrman. Was it necessary to make a financial statement at 
the time that you obtained the assistance of the investment brokers? 








PUBLIC HEALTH SERVICE ACT 35 


Dr. Battery. Yes. 

The Cuarrman. Before the advancement of the funds ? ‘ 

Dr. Battery. Yes. 

The CHairman. Did you have an equity at the time or not / 

Dr. Barter. Yes. 

The CuHarrmMan. Or was it dependent upon the personnel, or per- 
sonal wealth of the individuals, or their standing ¢ 

Dr. Battery. We had an equity at the time. 

The Cmatrwan. You did have an equity at the time? 

Dr. Battery. We had purchased the land and had already sold a 
certain amount of stock at that time. 

The CHarrMan. So that with the land that you had and the stock 
you had sold, that brought in revenue to the capital of the company 
and you had a bankable proposition. 

Dr. Bartey. That is right. 

The CuarrmMan. Well, under those circumstances undoubtedly you 
would have had a bankable proposition under the terms of this bill, 
from a financial standpoint, I mean. 

Dr. Battery. Yes. 

The Cuarrman. I have in mind that the limitation of the bill is iat 
the mortgage could not exceed 90 percent and I assume that the equity 
that you had, that you would have qualified under that provision at 
least. 

Dr. Barry. If you break it down to that, we have about a 65 percent 
trust on the property. 

The CHarrMan. Now, what agreement did you have to make or 
what assurance did you have to give as to your ability to amortize 
your loan / 

Dr. Battey. We took a long-term lease on the building at a certain 
amount of rental per month, per year, on this building. 

The CHairMan. Who owns the building ¢ 

Dr. Barry. The Clinic Properties Association, Inc. 

The CHarrman. And you pay them rent / 

Dr. Battery. We pay the corporation. 

The Cuarmman. Is there any provision to the effect that while you 
are paying the cost of the building, that the title will revert to you / 

Dr. Battery. To the corporation / 

The Cuairman. Or are the same people in the corporation that are 
in the clinic / 

Dr. Battery. Some. All members of the clinic are not members of 
the corporation. 

The CHatrman. Was the stock of the corporation that was sold 
stock in this clinic ? 

Dr. Battery. No; the stock of the corporation that was sold was 
stock of the Clinic Properties Association, Inc. 

The Cuatrman. Is that stock common or preferred stock ¢ 

Dr. Battey. That stock is common stock. There are two types of 
stock. We felt this, and I think we will explain the situation, the 
stock situation, which is a little difficult. 

Inasmuch as we issue two types of stock, all common stock, one 
we called type B stock, and the other type A stock. 

Type B stock is only available to the participating doctors in the 
clinic itself. Type A stock was sold to anybody that wanted to buy 
it. They could buy the type A stock. 
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The main difference is, and the reason that we broke it down is, 
while all participate alike in any dividends or whatever may arise, 
however the type B stock votes the majority of the board of directors 
of the corporation and the type A stock votes the minority of the 
board of directors of the corporation. By doing this, this was the 
only security that we could have as doctors in such a project. In 
other words, the board of directors might have decided 2 or 3 years 
hence that they could make more money for the corporation by rent- 
ing this building out as an insurance building, for instance, than by 
renting it to the doctors participating in the clinic. We vote the 
majority of the board of directors in. 

The Cuarrman. Well I can see that you had a desire to make cer- 
tain that you continue as doctors to operate that facility. 

Dr. Bartxy. That is right. 

The Carman. Was there any guaranty given as to the amount of 
dividends that would be paid ¢ 

Dr. Bartey. No; there is no guaranty of dividends at all. 

The Carman. That is, that the corporation would be able to pay 
in dividends. 

Dr. Battxy. No. 

The Cuarman. Has the corvoration paid any dividends? 

Dr. Bartzy. Not as yet. 

The CHatrman. Has the reserve been built up since the stock was 
sold ¢ 

Dr. Bartey. We have not sold all of the stock as yet. We are still 
selling stock. And, when we reach—we have sold 65 percent of the 
stock. We do not anticipate that we will sell 100 percent of it, but 
we are going to sell more stock to the point that we want to raise 
as much money as we will actually need. 

The Cuatrman, I have asked these questions of a financial charac- 
ter, because I wanted to see how it was operating and especially in 
view of the fact it had been a bankable matter, and get what informa- 
tion I could to be applied to applications and loans to be made under 
the provisions of this bill. So that has been the reason that I have 
asked so many questions with respect to the financial setup. 

Dr. Bamery. I would like to say that we went, at the onset of this 
project, we went to a number of places to try to obtain a loan. Some 
were willing to go along with a small amount; others a little more. 
The greatest loan that we were able to receive from an actual bank 
was $275,000. We were able to secure $125,000 more from this other 
financial organization and therefore, of course, we accepted it, be- 
cause we needed as much money as possible. 

The Cuarrman. Now, with respect to the operation of your clinic, 
approximately how many patients do you care for ? 

Dr. Bartzy. Well, we do not know. Of course we are not in busi- 
ness yet, sir. 

The Cuarrman. Oh,Isee. I thought you were. 

Dr. Bamey. We are still under construction at the present time. 

The Cu AIRMAN. I see. Well then, are you paying salaries to your 
force of 25, preliminary to your actually engaging in business? 

Dr. Bannr. No, sir.’ The 25, we have not even “complet ted the list 
of 25 yet, that is our quota. We have many applications, but we 
have not picked a sufficient number to fulfill ail of those places as yet. 
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We are not paying any salaries at our clinic, or have anyone work- 
ing at our clinic now, They are still practicing in private practice 
here in Washington. 

The Cuarrman. Has there been any difficulty with respect to prac- 
ticing physicians or organizations such as the American Medical Asso- 
ciation or the county or district associations, with respect to your plan? 

Dr. Battey. We have had no definite, to-our-face comments adverse- 
ly, so far as we are concerned ourselves. We have had no connection 
with the American Medical Association at all and have heard nothing 
from them relative to our project. Of course we have heard many 
comments. We have heard of many comments. As I stated before, a 
lot of the comments have been adverse and, in other words, many have 
been very encouraging toward us from the medical profession. 

The Cuarrman. Are you a member of the AMA ¢ 

Dr. Battey. Yes, sir; Iam. 

The Cuairman. Are the other doctors that are associated with you 
members of the AMA ? 

Dr. Baitey. All of the other doctors are members of the AMA. 

The CuHarrman. When do you expect to get in operating position ? 

Dr. Battery. The work program set up by the builders at the present 
moment calls for completion of the building around the end of Octo- 
ber this year, so we hope to be in operation sometime in the latter part 
of this fall. 

The CuarrmMan. Now, what will be your plan of obtaining revenue? 
Will there be an overall charge for all services, or will it be based en- 
tirely upon individual services to patients ? 

Dr. Bartey. The revenue from the patients? 

The Cuarrman. Yes. 

Dr. Bamtry. The patients, of course, the fees of the patients will de- 
pend upon the services rendered to that patient for that individual 
thing. 

The Cuarmman. Now, for instance in the general practice of medi- 
cine there is a pretty general feeling, and I think it is well recognized, 
that the patient frequently pays according to his ability and that will 
range all the way from nothing up to very substantial sums, at times. 
In other words, a gall bladder sometimes takes on very much more 
value when the individual is wealthy than it does if he is poor. 

Now, do you contemplate the recognition of that kind of ability to 
pay or do you have fixed charges? 

Dr. Bamry. No; I think that no one, regardless of the charge—I 
would like to say this first, regardless of the patient, whether he has 
1 cent or $100,000, the quality of medicine received by all will be of 
equal value. 

The Cuarrman. I have not said anything, I hope, that intimates 
that there would be a difference in the quality of services, even where 
there is no charge made. 

Dr. Battxy. That is right. 

The Cuarrman. I am speaking of it solely and entirely as to the 
method of payment. That is all. 

Dr. Battery. Well, the payment, so far as we anticipate that the 
fee for service, as you pointed out, for the removal of a gall bladder, 
would depend—they will be—there will be a middle of the road, so to 
speak, and I think this middle of the road—and that fee varies upward 
and downward, depending upon the ability of the patient. 
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The CuatrMan. Now, let me give an illustration of what happened 
in some places that I have in mind, and which I think is general. 

There seems to be a growing tendency to specialize, and where the 
doctor, in years gone by, was a general practitioner and could do just 
about anything that came into his office that required attention, at the 
present time it would seem as if the appearance in the doctor’s office 
is merely a starting point as to where the patient is to go and where 
he will finally wind up. So that he may be sent to Dr. So-and-So, 
who makes a specialty of the stomach, and when he gets that report 
maybe it requires some specialist in heart to pass upon the patient’s 
condition. 

Now, how is that taken care of in your organization? Is it one 
where the patient comes in and goes through for the whole treatment, 
or is he sent on a merry-go-around, so to speak, with a charge to each 
one of the doctors # 

Dr. Battery. We feel, No. 1, that we think specialization of medicine 
is absolutely necessary. The field of medicine has grown far and 
beyond the individual that can do all of the things necessary as the 
so-called general practitioner has done in the past. However, in our 
medical section we have the specialty of what we call internal medicine. 

Now, all of our doctors in internal medicine will do medicine as a 
whole. In other words, they not only do one individual thing. Those 
men at the same time will have sub-specialties or interests m other 
fields, that they may be versed in, and in the other field we will have 
specialists and therefore consultations can be had relative to a partic- 
ular field of medicine and that can be readily had from one of the 
other men in the clinic. 

The Cuarrman. Well, what I have in mind, Doctor, is this. I 
merely want you to illustrate, if your would, because I am very much 
interested in this group practice of medicine and that it holds forth 
that which would prove beneficial to the public. 

I go in, we will say, and it is determined that I have a gall-bladder 
condition. TI do not know what steps you would be put through on 
a matter of that kind, because I have never had the experience; but 
when you go in you probably require several tests of one kind or an- 
other, diagnosis, and that sort of thing. Does that come out in the 
form of one charge for the service that was rendered in your clinic or 
is it made up of individual charges that are made by any number of 
doctors in the clinic that would ordinarily pass on the subject ? 

Dr. Bamry. I think IT can well explain to you, sir, if I carried 
through one patient, briefly. 

The patient enters the clinic. He either has or has not a particular 
doctor that he wants to see. If he has not any particular doctor he 
wants to see, he is assigned to one doctor. That doctor is in charge 
of this man’s case. He does the complete physical: evaluation of this 
individual. He then orders all of the laboratory tests that he wants 
for that individual. That patient only sees that initial doctor, orig- 
inal doctor. The patient returns to the doctor after all tests are com- 
pleted. If that patient has some involvement, for instance, gall blad- 
der, for instance, and the doctor at home base, so to speak, the 
man that has followed the case through, advises the patient that his 
gall bladder should be removed, the surgeon is then called to see that 
patient, with the medical man in the room, the medical man’s room 
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and whether or not arrangements are made for or against surgery is 
decided then. 

At the termination of the patient’s visits to the clinic and in the 
event of him having operative procedure, that patient is rendered 
one bill, a solid bill, one il for all of the services he has received. 

In other words, he does not get a bill for laboratory; he does not 
get a bill for examination; he does not get a bill for surgery. He gets 
one single final bill. 

The Cuatrman. The answers that you have given to my questions 
give me a very full understanding of the method that you have for 
operating your clinic and it would seem to me not to be dissimilar to 
what usually takes place in the practice of law, in large law firms 
with many different partners participating either pte. their indi 
vidual names or under the firm name, or under many names. 

Dr. Battery. That is right. 

The CuatrmMan. So that the application it seems to me in the prae- 
tice of medicine, whether or not 1t becomes general, is recognized as 
in the practice of the legal profession and I certainly am indebted 
to you for the information that you have given, and I hope you can 
discern from my questions and my manner of questioning that they 
have been solely and entirely based on a desire to understand how this 
is being operated. 

Are there any questions, gentlemen ? 

Well, we thank you very much, Doctor. 

Dr. Battry. Thank you. 

The Cuarrman. And I would like for you to feel free, as the result 
of your interest and your experience in this matter, to make known 
to the committee any views you have with respect to it, and if we can 
call upon you or your associates for some advice at times, that we 
may desire to have. 

Dr. Bartey. Thank you. We will be glad to cooperate at any time. 

The Cuairman. Pardon me. I have just one further question. 

Is the Mayo Clinic, where you were engaged, operated very simi 
larly to the plan that you have adopted for this clinic ? 

Dr. Baitey. We have tried to set our program up and our plan of 
operation as similar as possible to the Mayo Clinic. 

The CuatrmMan. I suppose there is a more widespread difference, 
because of the greater number of doctors that they have, and the 
greater facilities that they have, including hospitals and other 
facilities. 

Dr. Barney. Well, the Mayo Clinic actually has no hospital. 

The Cuamman. I thought that they had hospitals under thei 
supervision. 

Dr. Battery. Well, they staff the hospitals, but the hospitals 
privately owned institutions, which the Mayo Clinic merely staffs 
They actually do not have any hospitals themselves. 

The Cuamman. So that there is very great similarity between your 
clinic and the Mayo Clinic or the plan which the Mayo Clinic opeartes 
under. 

Dr. Battery. We have no in-an-out patients, and we will use the 
various hospital facilities throughout the whole area. 

The Cyarrman. Are there any further questions, gentlemen? If 
not, that will be all, Doctor. 
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Dr. Battey. Thank you, sir. 

The Cuarrman. Now, the next witness will be Dr. Edwin P. Jordan, 
of the American Association of Medical Clinics, Charlottesville, Va., 
and Dr. Wallace M. Yater, director of the Yater Clinic, Washing- 
ton, D.C. 

Doctor, you may proceed. 


STATEMENTS OF DR. EDWIN P. JORDAN, AMERICAN ASSOCIATION 
OF MEDICAL CLINICS, CHARLOTTESVILLE, VA., AND DR. WAL- 
LACE M. YATER, YATER CLINIC, WASHINGTON, D. C. 


Dr. Jorpan. Mr. Chairman and gentlemen, we are grateful for the 
opportunity to present our views to your committee on H. R. 7700. 
The following comments, therefore, are submitted by the legislative 
committee of the American Association of Medical Clinics on behalf 
of the association. 

The CuarrMan. Now, pardon me for interrupting. 

Dr. Jorpan. Yes. 

The Cuatrman. I think that the committee would be interested in 
having you inform us as to the makeup of the American Association of 
Medical Clinics; what it is; how extensive it is; the number of mem- 
bers, and so forth, before you proceed with your regular statement. 

Dr. Jorpan. I shall be very glad to do so, sir. 

The Association is about 5 years old and at the present moment con- 
sists of—it is a volunteer medical association of 82 clinics. Two of 
those are in Canada and the other 80 are in the United States. It isa 
North American organization. 

The CuarrMan. In what section of the country ¢ 

Dr. Jorpan. In practically all sections of the country, in nearly 
every State. 

The CuarrmMan. In other words, Doctor, I want you to give us just 
as complete a picture as you can. I do not want to interrupt you with 
questions, but it will be helpful to us to know just what the American 
Association of Medical Clinics consist of. 

Dr. Jorpan. Interrupt me at any time you want to, sir. 

The CHatrmMan. That is not our practice to do that. It is our 
practice to let the witness proceed, but in view of the fact that your 
»srepared statement as I have it before me does not go into this detail, 
{ thought it would be well to do so before you gave your statement. 

Dr. Jorpan. Surely. 

There are members in all but 16 States. There are members in 
Hawaii, Puerto Rico, District of Columbia, and Canada, as well as 
the other States. 

The purposes are best defined in the bylaws: 

1. To elevate the standards of practice in medical clinics. 

2. To foster and improve graduate medical education in such clinics. 

3. To promote medical research in such clinics. 

4. To give mutual help by the interchange of ideas and experiences of mem- 
ber clinics. 


5. To disseminate scientific and medical knowledge particularly as the same 
pertains to the practice in medical clinics. 


We hold an annual meeting. We publish a bulletin six times a year. 
We publish a director of members with other information, and I 
would be glad to leave this directory with the committee, if it so 
desires. 
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Dr. Jorpan. There are many problems connected primarily with 
group practice in which we are interested, but primarily the purpose 
is, I think, to improve the standards of practice in groups. 

Is there further information concerning the association ? 

The Cuarrman. No; I will just ask the clerk to bring that book 
up that you have used. 

You may proceed. 

Dr. Jorpan. Shall I proceed with the reading of this brief state- 
ment, sir ? 

The Cuarrman,. Yes. 

Dr. Jorpan. This is comment on H. R. 7700 by the Legislative Com- 
mittee of the Association. 

The purpose of the bill which is to amend the Public Health Service 
Act to provide mortgage loan insurance for hospitals and medical 
facilities used in connection with voluntary prepayment health plans 
is, in our opinion, laudable in some respects and undesirable in others. 

We feel that there is sometimes a need for more readily available 
mortgage funds at a high percentage of structural cost and low in- 
terest rate in connection with certain medical facilities. Whether this 
is true of hospitals, however, we are unable to say since few of our 
members are directly involved with hospital construction and main- 
tenance. 

In our opinion the easy availability of mortgage funds whether of 
private or governmental origin would accelerate the construction of 
physical facilities for the care of ambulatory patients outside of 
hospitals. 

We are dubious concerning many features of the bill: the restric- 
tion in the title to “Voluntary Prepayment Health Plans” is in our 
judgment discriminatory and undesirable, the sentence on page 2, line 
13, states a position, in our judgment, which is hypothetical rather 
than established; we are in sympathy and endorse sections (c) and 
(d) on page 5. With regard to item (g) on page 6, we are not in agree- 
ment on the definitions either of “group practice” or “group practice 
prepayment health service plan” which, in our opinion, are too narrow 
and are certainly not applicable to a great many active institutions 
at the present time. We are uncertain concerning (h) on page 7 and 
feel that this also is a discriminatory feature of the bill. 

The statement under (b) on page 13 referring to $1 billion indicates 
that the contemplated program is not a pilot study and we question the 
evidence justifying the setting up of a mortgage insurance program 
of the proposed magnitude at this time. Finally, we are opposed to 
item (d) on page 18 which in effect would eliminate all but an ex- 
tremely small percentage of successful group medical practices now 
providing high quality medical service throughout the Nation. 

That is the item referring to the 60 percent prepayment requirement. 

In summary, our position on H. R. 7700 is that there is much to be 
said for a device which would make it possible for physicians either 
singly or in groups to obtain mortgage funds more readily at a higher 
percentage of cost and reasonable interest rate in the form of a re- 
volving fund. 

The subject, according to our judgment, should be further studied 
and the discriminatory features of the present bill deleted. Our recom- 
mendation would be that a bill be drawn which would constitute a 
much smaller trial study and permit the Federal Government, the 
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State mortgage agencies, the medical profession, and others to obtain 
that basic information which is deemed necessary before setting up 
such an extensive plan and arrangement as that contemplated by 
H. R. 7700. 

This statement, sir, is signed by the legislative committee, Dr. R. 
Franklin Jukes, M. D., chairman, who is unable to be here; Dr. 
Wallace M. Yater, M. D., who is with me; and Dr. J. C. Thomas 
Rogers, and myself as legislative committee. 

The Cuatrman. Are there any questions, gentlemen / 

Mr. Dotitver. Mr. Chairman. 

The CuarrmMan. Mr. Dolliver. 

Mr. Dotriver. I understood you to say that there are 82 clinics 
associated together in this organization. 

Dr. Jorpan. Yes, sir. 

Mr. Do.utver. Do you have any direct or indirect relationship with 
the State medical societies and the American Medical Association ? 

Dr. Jorpan. It has no direct relationship. It has many indirect 
relationships. 

Mr. Dotiiver. Will you specify those ? 

Dr. Jorpan. Well, all of the members of the individual clinics are 
members of their county, State, and national medical associations, 
consequently both individually and collectively, they frequently serve 
on committees or have other dealings with the county, State, or na- 
tional medical associations. They will publish articles in the Journal 
of the American Medical Association, for example, and their relation- 
ship continually is on the whole very similar to that if they were in 
individual practice. 

There is one more thing that I should mention, that is a fairly direct 
relationship. One agency of the American Medical Association and 
our association are now attempting a combined study of group prac- 
tice with the ajm of trying to develop information which will be help- 
ful to new organizations, helpful and publishable for new organiza- 
tions, aiming to start in the formation of group practices. 

Mr. Dotitver. Now, what is this group of the American Medical 
Association? Is that a section or a committee, or a study ? 

Dr. Jorpan. That is the council on medical services, a delegation 
from the council on medical services of the AMA, which is jointly with 
us attempting this survey. 

Mr. Do.iiver. When do you anticipate that study will be completed 
and available ? 

Dr. Jorpan. I hope within the year. We are going to have an in- 
terim report in November. 

Mr. Dotutver. How long a time have you been at it ? 

Dr. Jorpan. Only 2 or 3 months. 

Mr. Dotuiver. It is relatively new, then ? 

Dr. Jorpan. Yes, sir. 

Mr. Dotutver. Do you yourself serve, Dr. Jordan, on that in con- 
nection with the American Medical Association ¢ 

Dr. Jorpan. I do. That is, one of the employees of the American 
Medical Association and I, as an employee of the Association of Medi- 
cal Clinics, do a good deal of the leg work. We do not determine the 


policies. 
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Mr. Do.uiver. So you are directly connected with the study now be- 
ing made ¢ 

Dr. Jorpan. Yes, sir. 

Mr. Douiiver. Approximately how many doctors altogether are 
associated with these 82 clinics, would you say ¢ 

Dr. Jorpan. Approximately between 1,700 and 1,800. 

Mr. Do.uiver. So it is a relatively small number as compared to the 
total number of doctors in this country, is it not / 

Dr. Jorpan. Yes; it is. 

Mr. Dotuiver. It is rather an infinitesimal percentage, is it not ? 

Dr. Jorpan. Yes, sir. 

Mr. Douuiver. What would be the typical clinic that is represented 
in your association? Would it be in a large city, or a medium-sized 
city or asmal] city, or country district ¢ 

Dr. Jorpan. What would be a typical location ? 

Mr. Douuiver. Yes. 

Dr. Jorpan. Approximately 70 percent of our members, in the 
middle of last summer, when we made the survey, at that time there 
were 72 members, [ think, and they were in communities of less than 
125,000. Many of them were in extre smely small communities. | 
think the smallest was a group of 18 or 20 physici ians in a town which 
was listed as about 1,800 population. 

Mr. Donutver. That must have been a medical center, surrounded 
by arural area, with a large population, I suppose. 

Dr. Jorpan. Many of them are, sir. 

Mr. Dotuiver. Is there any particular area or section of the country 
where your association members are concentrated / 

Dr. Jorpan. Yes, 1 would say there are two, primarily; one is a 
strip in the Middle West running from roughly Montana and the Da- 
kotas down through Indiana and Ohio, and another along the Pacific 
coast; but there are members in all but 16 States. You see, we are 
just gradually growing. 

Mr. Dotuiver. Your 82 members by no means represents all of the 
clinics that there are in the United States. 

Dr. Jorpan. We think there are about 125 which are currently eli- 
gible under our bylaws, for membership; for full membership. We 
have recently est: ablished a form of associate membership, which will 
take in smaller groups, and I cannot guess exactly how many of those 
there would be. I havea card file of prob: ibly over 800 clinics, but I do 
not know in all cases whether they could be considered as true group 
practice or not. Some of them I am sure are not. 

Mr. Dotutver. Would you care to explain the qualifications for 
membership, or is that in the book ? 

Dr. Jorpan. That is in the book, but I will be glad to read it if you 
want me to. 

Mr. Doxutver. If you will direct our attention to the page, it can be 
inserted without t: iking the time to read it. 

The Cuairman. If it is not too long, you may read it into the record. 

Dr. Jorpan. It is on page 42, article II, sections (2) and (3). 

The Cuarrman. Will you read it, Doctor ? 

Dr. JorDAN (reading) : 

Section (2). Eligibility for full membership: Any seven or more full-time 
physicians maintaining a private organization for the purpose of providing 
general medical care of high quality, according to the principles of ethics of 
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the American Medical Association shall be eligible for membership. Such group 
or clinic shall have on its full-time staff at least 5 physicians in different major 
specialties, 2 of which specialties shall be internal medicine and general sur- 
gery. Such group shall maintain a separate building or a group of offices for 
the conduct of its practice. 

That is the requirement for full membership. That is the con- 
stitutional requirement. 

We also have, I may say, a membership committee. 

Section (3). Eligibility for associate membership: This shall be the same as 
for full membership except that the number of full-time physicians shall be 
5 or more, representing 3 major specialties, 2 of which shall be internal medicine 
and general surgery. Associate membership may be renewed annually by the 
membership committee after submission of a progress report to the committee. 
If at the end of 10 years an associate member has not qualified for full mem- 
bership, its associate membership shall be terminated. 

This was just adopted recently. 

Mr. Dotuiver. I assume that there is some difference as to financial 
obligations between the two? 

Dr. Jorpan. Yes, sir. 

Mr. Dotiiver. You have alluded in your very brief and yet quite 
comprehensive statement, to the question of voluntary prepayment 
health plans and group practice. Do any of the me »mbers - your 
association have prepayment plans, and if so, what proportion ? 

Dr. Jorpan. May I say one word as a sort of introduction to the 
answer to that question ? 

Mr. Dotitver. Yes. 

Dr. Jorpan. We, in common with almost all other elements of the 
medical profession, are in favor of extensive voluntary prepayment 
medical insurance. We are uncertain, most of us, as to exactly what 
form that should take and are stating reservations as to that aspect 
of the bill, and I hope it is clear that we are not objecting to the ex- 
tension of voluntary insurance. On the contrary, we feel that there 
may be some undesirable features in tying up directly with group 
practice. There may be some objections in tying prepayment directly 
with group practice, as opposed with tying it “with all segments of 
medicine. 

The implication, as we understand it, of that feature of H. R. 7700 
is that the prepaid carriage must be directly with the clinic. In 
other words, what is commonly called a closed panel arrangement. 

There are, so far as I know, only 2 members of our association at 
the present time who have that arrangement and 80 who do not. 

That is in specific answer to your question. 

Mr. Dotutver. Would those closed panel clinics be characterized by 
a larger number of doctors in them and larger numbers of subscribers 
than the ordinary clinic ? 

Dr. Jorpan. Not necessarily, sir. The prepaid medical care plan 
is under those circumstances sold to a group of subscribers who must 
get medical services from that particular group and, therefore, do not 
have the privilege of going to one place or another, as subscribers do, 
to, say the Blue Shield or the Blue Cross, or some of the other situations 
of that sort. 

Mr. Dotiiver. Of course, a clinic which does not have a voluntary 
prepayment plan is not in any way inhibited from serving a patient 
who has health insurance with one of the health insurance organi- 
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Dr. Jorpan. Not at all. They do. But, as nearly as I can under- 
stand it, according to Service’s book, approximately 50 percent of all 
medical fees are now paid under prepayment plans and that will vary 
from one section of the country to another, and the only way the clinic 
could qualify under the present bill for 60 percent would be to set up 
its own plan, which would be a closed panel plan, with the strictly 
individual relationship between the subscriber to the plan in this 
community and that one clinic. 

Mr. Douuiver. As I understand it then, from your statement and 
your answer to my questions, your association is not ready to endorse, 
without ee any prepayment plan that involves a closed 
panel; is that correct ? 

Dr. Jorpan. Yes, I think that is correct. This principl—— 

Mr. Dotxiver. The medical clinics are a relatively new development 
in medical practice. 

Dr. Jorpan. Yes, sir. 

Mr. Dotuiver. And, from the standpoint of the public who are the 
people who are served by the doctors, persons who are ill, what is the 
advantage of the clinical practice of medicine? Does it cheapen the 
cost of it? Does it give a better service? What are the advantages 
of clinical practice as opposed to individual practice ¢ 

Dr. Jorpan. From the standpoint of the patient ? 

Mr. Dotuiver. From the standpoint of the patients. 

Dr. Jorpan. I could discuss that at great length, which I will not do. 
I will try to discuss it very briefly. 

There is the historical reason, I think, so far as the development 
of group practice is concerned, which stems largely from the increase 
in knowledge of scientific medicine over the past 50 years, which has 
made it no longer reasonably feasible for 1 individual physician to give 
all that medicine has to offer to 1 patient. 

This has resulted in what we call the increase in specialization, which 
involves in any but the most simple cases, as a result of simple prob- 
lems, the opinion, the advice and help and skills of more than one 
physician. 

When physicians with more than one skill are grouped together to 
form what we call a group practice clinic, they bring those fairly 
readily to the patient under one roof, as your previous witness said, 
and that not only increases the ease and ability with which men with 
different specialties are called on, but it also saves the patient a good 
deal of travel time from one place to another. 

Now, as far as cost is concerned, so far as I know, there are few 
figures available, few or no figures available on whether group practice 
lessens the cost. 

The general impression among people who are qualified to comment 
upon it is that the cost to the individual patient in an individual illness 
is not likely to be much less, but that he is likely to get more service for 
the same money, maybe, perhaps, a quicker diagnosis, or more skilled 
treatment. 

Now, that opinion will be disputed—and is disputed—by some, of 
course, who are not in group practice. 

From the strictly factual side there is only one figure or one source 
of figures on costs that I know of, and that, I have not seen the original, 
that is from Multnomah County, Oreg., the county in which Portland, 
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Oreg., is located, and in a survey made there it was apparent that the 
cost to a prepaid plan was less for those who are cared for in the 
various group practices than it was for those cared for by the indi- 
vidual practitioners in the same area 

The probable reason for that, if that is true, is that the group prac- 
tice had more facilities in their group practice offices, in their build- 
ings, to care for more people without putting them in the hospitals, 
than the individual physician had, and, therefore, more people were 
kept out of the hospitals on an ambulatory basis than those who were 
cared for by the individual physician. 

Mr. Dotuiver. Does your joint study with the American Medical 
Association contemplate developing some statistics in this respect ? 

Dr. Jorpan. We hope to develop everything we can. It is hard to 
tell how much. 

Mr. Dotiiver. Mr. Chairman, I know that there are some other 
questions which I might ask, but I have already exhausted my time, 
and I want tothank you, Doctor. 

The Cuarrman. Are there any further questions, gentlemen / 

Dr. Yarer. Mr. Chairman, I have a statement that I would like to 
read at this time if I may, si 

The CuairMan. Give your name and address and the name of the 


organization for whom you speak. 
(Dr. Yater submitted the following biographical sketch : 


YATER, WALLACE MASON 


Director of Yater Clinic, 1801 K Street NW., Washington, D. C.; born Septem- 
ber 26, 1895, Canton, St. Lawrence County, N. Y.; son of Charles Baldwin and 
Stella Frances (Wallace) Yater; educated at George Washington University, 
sachelor of Arts, 1917; Georgetown University, Doctor of Medicine, 1921; Uni- 
versity of Minnesota, Master of Science in Medicine, 1928; married Ruth Milli- 
cent Becker, December 22, 1932; four children—Millicent Wallace, Stephanie 
Mason, Wallace Mason, Jr., and Camille Frances. Dr. Yater received his medical 
degree from Georgetown University in 1921; interned at Garfield Memorial 
Hospital and Georgetown University Hospital. At Georgetown University Medi- 
cal School he was instructor in surgical anatomy, 1922-23: instructor in physical 
diagnosis and professor of physical diagnosis, 1923-25. Received the degree of 
master of science in medicine from the University of Minnesota in 1928 after 
serving 3 years as a fellow in medicine at the Mayo Clinie. From 1929 to 1930 
he was associate professor of medicine at Georgetown University, and in 1930 
he became professor and director of the department of medicine, which position 
he held until October 1945. He was head of the department of medicine of 
Georgetown University Hospital and Gallinger Municipal Hospital from 1982 to 
1945. Governor of the American College of Physicians for 15 years; now a 
regent of the college; diplomate of the American Board of Internal Medicine: 
former member of the subcommittee on cardiovascular diseases of the committee 
on medicine of the National Research Council. Past chairman of the section 
on experimental medicine and therapeutics of the American Medical Association ; 
past chairman of the section for the study of the peripheral circulation of the 
American Heart Association; former director of the American Heart Associa- 
tion; and associate editor of Circulation. Formerly civilian consultant to the 
Medical Department of the Army at large. Member of the American Society for 
Clinical Investigation, Sigma XI, the American Medical Association, Southern 
Medical Association, the American Heart Association, and the Washington 
Academy of Medicine. Former president of the American Association of Medical 
Clinics, and now a trustee. He was president of the District of Columbia Medi- 
cal Society, 1952-53. He is a member of the National Advisory Health Council 
of the United States Public Health Service and consultant to the Clinical Center, 
National Institute of Health, Bethesda, Md. 

Dr. Yater has been editor of the Medical Annals of the District of Columbia 
since its inception in 1982. He has published two books, Symptom Diagnosis and 
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the Fundamentals of Internal Medicine, and 160 scientific articles in various 
journals. During First World War he served in SATC. Dr. Yater’s hobby is 
yatching. He is a member of the Chevy Chase Club and the Corinthian Yatch 
Club. Residence : 4907 Indian Lane NW., Washington, D.C. 

Dr. Yarer. Mr. Chairman and members of the committee, I am Dr. 
Walter M. Yater, of Washington, D. C. I am medical director of a 
group practice chinto of 15 physicians, known as the Yater Clinic, 
which has existed 714 years. Although I am a former president of 
the American Association of Medical Clinics and at present a trus- 
tee and member of the legislative committee of that organization, I 
should like to present my views as a member of a private group prac- 
tice, in reference to H. R. 7700. 

This bill involves, seemingly, two features, namely, group practice, 
and voluntary prepaid medical insurance. 

Group practice, a distinctly American institution, is growing in 
volume and importance in the United States. 

The main object of the American Association of Medical Clinics, as 
you have heard, is to attempt to make sure that the groups that exist 
and those that are forming are made up of qualified practitioners and 
specialists whose practice is ethical and of high profession: al caliber. 

These groups originate in various ways and in various types of 
communities. They range in size from a few physicians to a hundred 
or more. Their housing require ments are quite different from those 
of individual practitioners. The latter merely rent office space in a 
medical or other buil« ling and they are then ready for business, A 
group representing various speci: al fields of medicine, on the other 
hand, need specially arranged and larger quarters, a fact that means 
a considerable outlay of funds, in many instances, as they are going 
to have to have their own building. 

To obtain a loan in the ordinary way usually requires the cash pay- 
ment of at least one-third of the cost, a fairly large sum. 

With the present high tax rates and inflation and the fact that many, 
if not most of the staff physicians are younger men, it becomes almost 
impossible for many groups to acquire proper housing facilities and 
equipment. This fact constitutes a distinct detriment to the band 
ing together of physicians who desire to work as an integrated group. 

Some form of financing the facilities of such groups of qualified 
physicians is, therefore, a matter of concern, if one accepts the thesis 
that group practice is a good thing for the public. We believe it is, 
but not with the idea of eliminating individual practice. We believe 
there are many advantages provided by group practice, both for the 
patient and the physician and for the job practitioner, ne h I shall 
not take your time at this point to discuss, but will, if you ask 
questions. 

How the financing of facilities for these groups may be best ob- 
tained I am not pre pared to say. Perhaps some such plan as is pro- 
posed in H. R. 7700 is the only practical way, but there should be 
effective safeguards against Government control of the practice of 
such groups. 

If such a plan of Federal mortgage insurance were to be adopted, 
we think that the United States Public Health Service is not the 
agency to handle it. Such activity would be entirely foreign to the 
function of that Service. The plan would much better be adminis- 
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tered by the FHA or the Small Business Administration, perhaps 
with a small medical facility committee. 

The main objectives of this bill are not fundamentally to help group 
practice, but to advance, of course, voluntary health insurance. 

The stated purposes of this bill are to make funds available to 
groups of physicians who will extend voluntary prepaid medical 
and hospital care of high quality to the people at reasonable costs, 
within their means and to a minimum of 60 percent of the medical 
facility provided by the plan, and I am sure you mean, in addition, 
medical care, because facility of a building is a building and equip- 
ment. Medical care and hospital care are two distinct parts of this 
problem and should be so treated. 

Allow me to speak on the subject of medical care only. 

The papers are laudable, but the method is questionable. I think 
I can fairly state that the majority of physicians, medical groups, 
and organized medicine endorse voluntary medical insurance, and 
wish to see it grow and its coverage enlarged. Actually these things 
are happening, and quite rapidly. 

Individual physicians and groups of physicians are cooperating 
throughtout the country with the numerous plans that exist, and in 
particular, with the nonprofit Blue Shield and Blue Cross plans. 

To think that providing facilities for group practices would aug- 
ment this type of insurance is unrealistic. How could a group of 5, 
10, 15 or even 25 physicians develop an insurance plan of their own # 
They just couldn’t do it except, perhaps, in very rare instances. 

Such a plan as that of H. R. 7700 could be developed by very few 
of the existing group practices. The proposed plan would not stimu- 
late the formation of group practices, except possibly those controlled 
by laymen, which we believe to be objectionable, because it places a 
nonmedical third party between the doctor and the patient. We be- 
lieve a good medical group must be run by physicians, in our opinion. 

Now, let me give a edie example: 

In the District of Columbia there are Group Hospitalization and 
Medical Service, our local Blue Cross and Blue Shield plans. 

The former helps with hospital bills, the latter with surgical and 
obstetrical, and not in a pilot experiment, medical fees. 

Most of the physicians of the District and all of us in the Yater 
Clinic are cooperating with these plans. About 440,000 people use 
our Blue Shield plan and approximately 1,600 Soe eee 
all practitioners—are cooperating. You don’t need H. R. 7700 to 
bring about that result. 

To summarize, if group practice is good, it needs financial support. 
H. R. 7700 is a doubtful method of providing that support, in its 
present form. 

We admit that voluntary medical insurance is the best way to solve 
the high cost of medical care, but inasmuch as the medical profession, 
singly and in groups, is cooperating with voluntary medical-insurance 
plans, there is no need for this bill. ; 

It is being impractical to expect small groups of physicians or lay 
groups to develop and run economically their own insurance plans. 
It is doubtful that H. R. 7700 would be helpful to most existing group 
practices, or would stimulate the formation of many new ones. It 
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might foster the growth of a few lay-controlled medical-care organi- 
zations, a result which would be of doubtful advantage to the patient. 

Admitting the good intentions of the designers of the bill, a great 
amount of further study is needed before launching upon even a pilot 
experiment along these lines. 

“hank you very much for your indulgence. 

The Cuarrman. Any questions, gentlemen ? 

Mr. Hesevron. Mr. Chairman ‘ 

The Cuarrman. Mr. Heselton. 

Mr. Hersevron. Doctor, of course, the committee expects every wit- 
ness who comes before it to express himself sincerely and honestly and 
critically, if that is their opinion. However I do think I recall accu- 
rately in contrast with your expression of opinion that this bill would 
not aid in developing of group practice or extension of insurance 
coverage, a very definite statement made heretofore by other physi- 
cians, something along this line: that the interest in group practice 
has been evidenced more clearly among the younger doctors, the doc- 
tors who have been in the service, and who have, by force of necessity, 
been working on a group basis; that some people who have had actual 
experience with groups have felt that they could extend their services ; 
if they could find a source of adequate additional financing, but, as I 
recall—and if I am in error, I certainiy will try to correct the record— 
one physician from—I think from Michigan, who was on the faculty 
of a medical college there, and again as I recall, specializing in so- 
called rural medicine, stated quite emphatically that he saw in this 
type of a proposal the greatest hope, so far as people who are con- 
cerned with extending adequate medical care to rural areas are con- 
cerned. 

I suppose your experience had largely been in the metropolitan 
centers, such as the District of Columbia, which is similar to what we 
have in Massachusetts. We have a very good medical care, but there 
is a large area of people who cannot qualify because they do not belong 
to groups, who are not getting the benefit of what I am sure you and 
your association hopes will be a fairly adequate coverage and exten- 
sion of competent medical care to those people. 

Would you care to comment on that? If you have any opinion, 
would you care to comment on that type of possibility in connection 
with this bill, as it refers to this agricultural area, let us say, or non- 
metropolitan area ? ' 

Dr. Yarer. I would like to, but I hear Dr. Jordan whispering, so 
that I would like for you to hear him. 

Mr. Hesevron. All right. Either he or both of you. 

Dr. Yarer. Go ahead, Dr. Jordan. 

Dr. Jorpan. I have here a letter from such a community, which I 
requested, from a small group which are happy to be members of the 
association at the present time. This is not very long, and I would like 
to read some excerpts from that letter if I might, Mr. Chairman. 

The CyHarrman. It has a bearing on the question that has been 
asked ? 

Dr. Jorpan. It is on the question. 

The Cuarrman. Then we will be glad to hear it. 

Dr. Jorpan. This is from a small rural area. 

Mr. Heserron. Without naming the community, would you indi- 
‘ate what State ? 
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Dr. Jorpan. Georgia. This isa group which contemplated the for- 
mation of a clinic. Tt has 5 physicians and contemplates a maximum 
of 7, and is having grave difficulties in its building. It says: 


Using fireproof materials throughout, they- 
that is, the architects 


came up with a building that they and a well-known construction firm both esti 
mate would cost roughly $200,000. Revising these plans and using the cheapest 
possible materials with no effort at fireproofing, it would still be $150,000, 

The oldest doctor in the clinic is not yet 45. None of us have independent 
means. We have made an increasingly good living in * * *, but we have not been 
able to establish a building fund 

I first sought help from charitable foundations. One or two showed interest, 
but we were unable to gain a grant. I asked these people either for an outright 
grant, or a long-term loan at relatively low interest rate. My impression is that 
foundations are interested in investing their money in large and permanent in 
stitutions, such as medical schools. Understandable. 


Mr. Heserron. What was that ? 

Dr. Jorpan (reading) : 
large and permanent institutions such as medical schools. Understandable— 
he says. 


Our interest in coming to this small community was to improve rural medicine. 
Yet it is difficult to convince even the foundations interested in this aspect of 
medical care that a small group is worth risking their money. 

Next I turned to commercial loan and insurance companies. They are limited 
by law to a loan of not over two-thirds total cost. We would still have to find the 
other one-third. Many of these companies were not interested in medical clinics, 
others expressed belief that a medical clinic building, despite its one-purpose 
use, was a good investment. However, these companies uniformly, after investi- 
gation, gave me an answer somewhat as follows: 

“You have an excellent group of doctors who appear to be successful. If you 
were in a large city, we would not hesitate to make you the maximum loan on a 
clinic building: however, although the town of * * * appears to be progressive 
and well diversified, it is not large enough. If you were in Atlanta, and several of 
you were killed or otherwise incapacitated, we could easily find another group of 
doctors to take over the building. What use would be find for it in * * * if several 
of you were incapacitated?” 

The history of this search has probably been repeated many times throughout 
the United States. Under present tax structure I think it is next to impossible 
for a group of young doctors to finance a building for themselves. It is also ob- 
vious that for group practice, to be successful, there must be adequate quarters 
and equipment. Group practice goes a good way toward solving many problems 
in practice, especially in small cities in the rural areas 

People attest on every hand that group practice has changed medical stand- 
ards for all of the doctors in this area. 

Mr. Hesevtron. Do you believe that this bill, with any possible 
amendments that might be suggested or might be developed by the 
committee would be an assistance in that particular kind of a groyp ? 

Dr. Jorpan. Yes, s 

There is another ws daatntcRe +h or two I would like to comment on. 

The CnatrmMan. Before you proceed, I noticed that you were look- 
ing for some additional papers, after you had finished the reading of 
that letter. Did you have any further correspondence that you 
wanted to refer to ’ 

Dr. Jorpan. Yes. This is from the same man. It is another let- 
ter, which had 1 or 2 differences—not differences. May I read those 
additional paragraphs‘ They are not duplications ¢ 

The Cramrman. Will they add to the purport of the statement 
that has already been made ? 
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Dr. Jorpan. I believe so, sir. 

Phe Cuarrman. All right. That is a good statement. I do not 
know whet her you need to add to it or not. 

Mr. Hesevron. Mr. Chairman, I am sure that you understand that 
we are attorneys, and when we get a point over which we think is 
satisfactory, we do not overexamine. 

I am perfectly satisfied with the statement made already, unless 
this is along the same lines. 

he CuarrMan. The witness says that it is along exactly the same 
lines. 

Dr. Jorpan (reading) : 

We felt—and I know you agree—that there is need for some agency, publi: 
or private, to set up a loan plan for groups such as ours, making money avail 
able at low interest, amortized over a long period of years. I once made such 
a suggestion to a charitable foundation, and gave them a suggested scheme for 
administration of the fund. I don’t believe Government should step in unless 
and until private means prove inadequate; however, since assistance does not 
seem to be forthcoming from any other source, the Government could well do it 
It would be difficult for the Government to develop a plan fair to everyone, 
and yet not tied up in regulatory red tape. In such a scheme there should 
be a method of determining professional worthiness of any group applying for 
a loan. I feel the judgment of professional worthiness should be entirely in 
the hands of organized medicine. Such a group as your own medical Association 
of Medical Clinics, and possibly one or two other leading medical organizations, 
should be represented. 

Also there would have to be means of ascertaining that the group was a rea 
sonable risk. (A group practicing together for at least 5 or 6 years success 
fully is probably stable.) Otherwise, I can foresee groups of doctors who had 
no chance of successfully working together over a long period of time, getting 
together and obtaining a loan for buildings. 

Mr. Hesevron. That isa useful addition. 

I simply wanted to say that as I understand this bill—and I must 
confess I have not had an opportunity to study this as I intend to— 
would make a group of that kind eligible. In other words the bill 
does not set up any hit-or-miss proposition, and just 6 or 7 doctors, I 
do not think could expect to come in and qualify. There would have to 
be, either by way of law or by regulation implementing it, doctors with 
certain qualifications. 

Dr. Jorpan. Yes, sir. 

Mr. Hesevron. Before anyone could obtain a loan. 

And he points out clearly the type of thing I had in mind. 

Dr. Yater. Now you have got two things here: You have got 
the need in the particular community for a group of rounded out 
specialists. 

If that community does not have access to it, then you have got to 
the problem of how to pay for that care. 

Now it is my opinion, and I think of our association, that these two 
should not be sore directly together. If the clinic is necessary, let 
someone establish it. Let the ee or the State, or the county 
medical society or Blue Shield or Blue Cross, develop the insurance 
plan and have the patients in that community subscribe to it and use 
that facility. That simplifies the whole picture. It takes the thorn out 
of this thing, where it requires the clinic to have its own insurance plan, 
which is unfeasible, uneconomic, because it is going to require a 
specialist to set up that plan, going to require a lot of going out and 
soliciting, which we do not like, and it is going to be pretty difficult 
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to say “Now you are going up to 60 percent.” It may take 10 or 25 
percent to get up to that 60 percent point. 

You have got two well-established things. If you put your clinic 
where needed, given the financial support to get it started, have your 
own Blue Shield plan that is in that area, let “that clinic operate with 
the Blue Shield plan. Why tie the two things together. 

The Cuairman. Will the gentleman yield ¢ 

Mr. Hesetton. Surely. 

The Cuarrman. I ask you to do so for the reason you were not 
present when I spoke on the subject this morning. 

Do I understand from you, from what you have said then, that you 
believe that that portion of the bill relating to 60 percent should be 
eliminated ? 

Dr. Yarer. I do. 

The Cuatrman. You favor the bill as it is? 

Dr. Yarer. Well, I have to know a little more than that about how 
the insurance features would be planted in the bill. 

The Cuairman. I am assuming—my question at least to you is that 
if the bill were made broad enough, it would include or cover a clinic 
such as has been referred to here in the letters that have been read 
by Dr. Jordan, would that meet with your approval? 

Dr. Yarer. Yes. I am sure that you will find that practically all 
of the member clinics of our association would qualify under such a 
bill, because I am sure that all are treating insurance patients. Now to 
the extent of 60 percent, I do not know. 

The Cuarrman. The purpose, as I understand it, the purpose of 
having that 60 percent reference in there was to give it a financial sta- 
bility “that would come from a fixed income that would enable the 
group that obtained the loan to amortize it or meet the annual amorti- 
zation payments, and so forth. 

So that it was largely with the view that it would be helpful in 
making it a financial stable application. 

Now, I have in mind—I am not too certain as to the necessity of 
that—but I said this morning, Mr. Heselton, we would give further 
consideration to that provision in the bill. For instance, when an 
application such as this would come before a board of directors of a 
bank, undoubtedly the board would consider the individuals who are 
making the application, whether they are men of standing in the com- 
munity; whether they are successful; whether their past efforts indi- 
cate that they would be successful in an enterprise of this kind—in 
other words, character and qualifications of the applicants would be 
very much in the minds of the directors in passing upon that loan, and 
furthermore, what equity do you have in this enterprise that you are 
asking our bank to loan money on or put money into. 

Now, there was before us this morning a representative of a clinic 
where they had an equity and that enabled them to make their proposi- 
tion financially stable for the loan. It was granted. That would be 
taken into consideration. 

Now, under those circumstances, in addition to that and to encourage 
the formation of groups such as this is, the provision that we wil] stand 
back of the bank to the extent of 90 percent of the loan that they 
make—now it does not say that every loan that is applied for will be 
granted. It does, however, provide protection to the lending insti- 
tution that does grant the loan. 
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Now, under those circumstances, personally I am trying to look at 
this in the way of accomplishing the greatest good for the greatest 
number, and I am going to give serious consideration to the necessity 
of having it confined to ‘the volunt: ary prepayment plans which this 60 
percent has reference to. 

I am wondering if you cannot fix some definite financial requirement 
or regulation that will give strength to the application — to ol 
beyond the provisions of the 60 percent provision that is in the bill. 

Mr. Hesevron. Well, one thing seems clear to me, that both of you 
recognize that there is an area where financing today simply is not 
available to people who would like to establish this tvpe of medical 
service and that somehow or other, if the Federal Government has a 
responsibility in this particular field, you might be able to develop a 
satisfactory and sound approach which would encourage the more 
rapid deve lopment of at least the clinics, the physical plants, and if 
that can be done it isa good thing. 

Now, do I state your position, general position on that feature and 
the method of working it out remains to be the responsibility of the 
committee with the assistance of people like yourse slves. 

Dr. Jorpan. Might I make one more comment, sir / 

The CHarrMan. Certainly. 

Dr. Jorpan. From a purely practical standpoint based upon my 
observation and experience, since I have been doing this work, the fi 
nancial stability of a group is more dependent upon the competency 
of the doctors and their organization and ability to get along with 
each other than it is on whether they do or do not have prepaid plans 
or do or do not have it in this community or that community, and that, 
of course, is sometimes an intangible and extremely difficult thing to 
figure out under any kind of regulation, which poses a problem for 
the administration of this kind of a bill. 

The Cuatrman. What I am trying to emphasize is the thought 
that I think may be lurking in your own mind and that is when you 
go into a bank, of course the bank is interested as to whether its loan 
will be repaid. The individual character of the individual, of the 
person who makes an application, looms large. The success that he 
may have had in the past gives confidence as to what he can do in the 
future, and those elements it seems to me are so important in deter- 
mining the advisability of a loan, and I think would be taken into con- 
sideration by any board to whom an application was made, so that I 
aim trying to see my way clear as to the thought that you may not need 
this restrictive applic ation as to the prepayment plan. 

I personally am interested in getting the greatest amount of health 
protection to our people at the least possible cost, consistent with 
proper service. 

Mr. Hesevton. And as rapidly as possible. 

The Cuarrman. Yes, as rapidly as possible. I have seen over a 
period of years in my service in the Congress, I have seen how small 
business concerns have been encouraged, where questions of character 
and ability have entered into it; where the Government has helped by 
giving a guaranty to the lending institution by saying, “We will do 
our part. We will stand back of you if you have confidence in an indi- 
vidual and believe a loan is good and assume part of that responsibil- 
ity,” as they do, when they are only giving 90 percent protection so to 
speak. We will do our part and we . will stand back of them against 
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any unusual loan. We will stand back of you for 90 percent. That 
has been very helpful to small business. It has been very helpful to 
people in providing homes. 

What we are trying to do here is to apply that principle to those 
activities that tend to promote health. 

With your clinics, some may take on a broader aspect than others. 
Some of them may take on the aspect that this particular clinic as 
indicated here today are going to have a building of their own. 

So that whatever you do to encour age what you have recognized is 
becoming more or less prevalent in this country, that is, a tendenc y to 
get together in the formation of clinics, « wr partnerships, or whatever 
else you wish to call the group, all adds so in my opinion, to the ne- 
cessity that the Government do something to be helpful where the 
physical aspects require something more than you would have merely 
to go into a bank. There must be some encouragement. There must 
be some protection. That is what this bill tries to do, encourage and 
protect. 

Mr. Heseitron. May I ask further questions / 

The Cuarman. Mr. Heselton. 

Mr. Hesevron. I notice in the directory which you furnished to us, 
that the Ross-Loos Medical Group, Los Angeles, is a member. 

Dr. Jorpan. Yes, sir. 

Mr. Hesevron. And there was testimony given us by them, also by 
the Permanente Group, originally the Kaiser Group, and by HIP, 
I think it is, in New York, and some others that do not come to my 
mind the general belief, that the initial financings have been quite 
difficult. I remember very definitely that Mr. Kaiser, or some repre- 
sentative of his, testified that when they first attempted to start, the 
banks just could not find it possible to help. So Mr. Kaiser furnished 
the original capital. But, from there on, because of the successful 
experience—I believe I am correct in saying that they have had no 
difficulty in obtaining the necessary ¢ apital loans to carr y on. 

As I see this in terms of what the chairman has just said, all this 
is an experimental effort to find some means by which the Federal 
Government can properly help to get these things initiated; get them 
expanded, get them sound and satisfac torily strong so that the health 
program can be extended as widely as possible throughout this coun- 
try, and I think that you have made a very excellent—both of you— 
very excellent contributions toward working out a solution of this 
problem. 

I am quite sure that I speak for the committee, from our experience, 
and for the Department, that there is no feeling on our part or anyone 
of us that we have the definite right answer to all these very com- 
plex problems. What we are conc cerned with is, the majority of us 
are concerned with trying to work out the problem. We may make 
some mistakes on the way. But, I do not think that half as serious as 
to throw up our hands and say we cannot do anything. 

I want to personally express my appreciation for your appearance 
here. 

Dr. Jorpan. Thank you. 

Dr. Yater. Thank you. 

Mr. Hare. Mr. Chairman. 

The Cuarrman. Mr. Hale. 
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Mr. Hate. I just want to ask one question of Dr. Jordan. I notice 
in your prepared statement you say that the sentence on page 2, line 
13, of the bill “states a position which is hypothetical rather than 
established.” That sentence, if I correctly identify it reads as follows: 

“Extension of voluntary prepayment health plans offers an ef- 
fective way for better distribution of health services and costs.” 

Is that the sentence you have in mind ¢ 

Dr. Jorpan. That is the one I had marked; yes, sir. 

Mr. Hare. Well now 

Dr. Jorpan. Well, I think I was referring to the closed panel affair. 

Mr. Harr. Closed panel ? 

Dr. Jorpan. Closed panel. 

Mr. Harr. What is there about this sentence that caused you to 
say that it is hypothetical? That surprises me. Is there any doubt 
about the meaning of the statement: “extension of voluntary, pre- 
payment health plans offers an effective way for better distribution 
of health services ¢” 

Dr. Jorpan. No. I think I would not question that, in general, that 
sentence. I believe that was put down, because of the feeling that the 
bill was aimed at direct clinic prepayment plan arguments and that is 
something that we _ not prepared to commit ourselves on, not in 
general prince nee ut only those which are specifically tied with a 
group practice, group practice and prepayment. 

Mr. Har. Well, what is hate: if anything, about the closed 
panel 

Dr. Jorpan. Well, the 60 percent proviison implies that it must 
be a closed panel, because ho other clinic except those which have closed 
panels can meet that 60 percent, so that the impression on the bill 
is that this was devised only for those groups which had their own 
sponsored prepayment plans. 

Mr. Haze. I still would like to get your individual opinion as to 
whether this sentence—the way they do it in these quizzes in the news- 
papers—is true or false. I want to know whether you think this 
sentence is true or false. 

Dr. Jorpan. I think that is true; taking the sentence all by itself 
I would agree with you. 

Dr. Yarer. But putting it together with the rest of the bill, that is 
where the question arose. 

Dr. Jorpan. That is where the question came in, taking it out of 
the context. I donot think anyone would disagree with it. 

Mr. Hate. If it is true, standing alone, what is there in the bill that 
makes it false? That is what I want to know. What is there in the bill 
which subjects that statement to any qualification. 

Dr. Jorpan. Because the 60 percent requirement that applies, to 
the clinics, to qualify for a loan, must perform 60 percent of its med- 
ical service On a premedical basis, means that in actual practice only 
those clinics which are tied with their own plans, where all of the pa- 
tients under the insurance plan must come to that clinic, only a given 
clinic can qualify and, therefore, we considered that that sentence 
applied to that type of prepayment plan. 

Mr. Harr. If you omit the word “prepayment” would it lift the 
sentence above any challenge? 
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Dr. Yarer. We do not challenge the principle of the voluntary 
health insurance at all. It is the way it is applied that we are ques- 
tioning. 

Mr. Hate. What is that? 

_ Dr. Yarer. The way it is applied through the bill. It limits it to 
insurance plans of a particular clinic. Now, that would eliminate the 
free choice of physicians unless the patient wanted to go in and pay 
his own fees. Within the Blue Shield plans as they exist today, a pa- 
tient may go to practically any doctor or clinic he wants to and have 
his bills paid, which is an entirely different thing from these closed 
panel groups. Like for instance, the one you referred to, the Ross- 
Loos. They have a wonderful insurance plan. They have a good 
staff, but in order to get the benefits of their insurance, the premiums 
they have been paying over the years, they have to go to the physicians 
in that clinic. They cannot go elsewhere, the way they can in the 
Blue Shield plans. The Blue Shield applies to any doctor. 

Mr. Hare. Of course, the committee wants criticism of the bill and 
I personally can readily see the objection to what you call the closed 
panel or fixed panel plan, but singling out that particular sentence 
for criticism does not seem to be correct. 

Dr. Yarer. I think it is unfortunate that we did not qualify it. 
That is what is wrong with that. It is not the statement itself that 
is at issue. 

Mr. Hare. Because certainly it is my understanding that a volun- 
tary health plan, whatever the provisions are, does offer an effective 
way for the better distribution of health service and costs. It does 
not say that it is thé only effective way. It says that is an effective 
way. 

Dr. Jorpan. I think it is unfortunate that we worded that by taking 
that sentence out of context without modifying it. 

Dr. Yarer. You may have many different conditions of control 
plans, that will not all be good. 

Mr. Harz. Well, the sentence does not say that. I have not even 
read all of this bill. I have read very little of it. Certainly that sen- 
tence in the bill does not say that all voluntary health plans are good or 
all prepayment health plans are good, and I realize that any generali- 
zation of that kind would go entirely too far. 

That is all, Mr. Chairman. 

The Cuatrman. I have only one further question, or suggestion. 

Mr. Hale has, I think, very appropriately pointed out the impro- 
priety, if I may put it that way, of the statement that brought forth 
the uncertainty as to what was meant when you took exception to the 
lines 13, 14, and part of 15, on page 2 of the bill. The question, how- 
ever, in order that we may better understand it both from your stand- 
point and our own, and we hope you do from ours is, now, having the 
same thought in mind with regard to another statement that is rather 
skeleton in form, he referred to that portion of your statement in 
which you say in next to the last paragraph on page 1. 

With regard to item (g) on page 6 we are not in agreement on the definitions 
either of “group practice” or “group practice prepayment health service plan,” 
which, in our opinion, are too narrow and are certainly not applicable to a great 
many active institutions at the present time. 

I merely direct your attention to that so that you may feel free to 
submit to us what change there should be in the definitions to carry 
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out the thought that you have in mind. In other words, you have 
objected to the language used on the basis that it is too narrow. We 
will be pleased to have your suggestions as to what you think should 
be contained in those definitions to give the effect that you think they 
should have. 

Dr. Yarer. Thank you, sir. 

Dr. Jorpan. Thank you. 

The Cuairman. And I want to add to what has already been said 
in appreciation of your attendance here today and also the attendance 
of Dr. Bailey, because you folks have come representing the clinics, 
or as We in political campaigns speak of it as the grassroots. We are 
getting firsthand information when individuals such as yourselves, 
representing organizations such as you do come before us and give us 
the benefit of your thoughts based on your experience. And, that is 
a thing that can be extremely helpful to this committee, or any other 
committee of Congress, and I want you to feel that the door is open 
to come back and make such suggestions as you see fit. 

The committee will stand adjourned until 10 o’clock tomorrow 
morning. 

(Thereupon, at 1:35 p. m., the committee adjourned until 10 a. m. 
the following morning, T hursday, April 29, 1954.) 








TREAT BME THe 






at 


PUBLIC HEALTH SERVICE ACT 
(Mortage Loan Insurance} 


THURSDAY, APRIL 29, 1954 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND 
Foreign COMMERCE, 
Washington, D.C. 
The committee met at 10 a. m., pursuant to adjournment, in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 
The CHarrmMan. The committee will come to order. 


STATEMENT OF HON. JACOB K. JAVITS, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF NEW YORK 


The CuarrMan. We are pleased to have with us this morning as our 
first witness our distinguished colleague from New York, Mr. Jacob 
K. Javits. 

During the time that Mr. Javits has served in the Congress he has 
given an abundance of evidence of his interest in those matters that 
pertain to the welfare of our citizenship, as well as the welfare of our 
country. There is nothing, however, that has occupied more of his 
time than the interest he has in matters of health. 

It is very encouraging for us, however, who desire to promote the 
health problem to have the active participation of Mr. Javits and the 
fact that he is present today attending this hearing, and giving of his 
time on a very busy day for him, we feel is additional evidence of his 
interest in this very imports unt subject. 

We are indeed glad to have you present, Mr. Javits, and will listen 
with a great deal of interest to the views that you have expressed with 
respect to H. R. 7700. 

Mr. Javits. Thank you very much, Mr. Chairman, for your gracious 
introduction. You have overstated very much, with great kindness, 
my own role in this matter. 

The chairman of this committee has set us all an example which it 
will be hard to follow, in devotion to the idea of improving American 
health and the ability of the American people to cope with their health 
problems and I think that the chairman has made his place very secure 
in history, in the history of our country, on this major subject. 

Now, Mr. Chairman, I am here to testify in support of H. R. 7700 
this morning, which I think is a highly desirable and important step 
forward in respect to caring for the people’s health. 
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The Cuamman. On account of the noise outside it will be neces 
sary, Mr. Javits, to speak just as loud as it is possible for you to do so. 
I can scarcely hear what you have said. 

Mr. Javits. I think I will try, Mr. Chairman. We are all so spoiled 
by these microphones that we forget that for many hundreds of years 
men did without them. 

Mr. Chairman, as I stated, I am here to testify in support of H. R. 
7700. I would like to say that though I am in favor of it and I should 
say why, I do not believe that it represents the answer to the problems 
of the people's health, for, with due respect to the authors of this bill, 
and, I believe, H. R. 8356, that is, the reinsurance bill, upon which this 
committee took extensive testimony, represents either the answer to the 
problems of the people’s health. 

Both measures are necessary steps toward discharging the Federal 
Government’s obligation in that field. 

I believe that even the step forward would be completely inade- 
quate, if we concentrated on the reinsurance bill and did not include 
H. R. 7700, which I think is necessary to make this a step of substance. 
But, I think that the committee should still consider, as it is consider- 
ing, the whole health picture, and I know it is, for a comprehensive 
national health program, and the approach that it wishes to take to 
that program, and having decided upon the approach, then to go for- 
ward to implement that ap proach. 

Now, first, let me say why I am for H. R. 7700 and then I would 
like for a few minutes to go into the broader aspects of the problem. 

I believe that the reinsurance bill helps the volunteer plans, like 
the Blue Cross and the Blue Shield, and helps the commercial car- 
riers, but all this deals essentially with insurance which covers catas- 
trophic illness, hospitalization and other illnesses, in which there is 
a very heavy expense suddenly. I believe that this leaves untouched 
an enormous field in the health field. 

As I said, the reinsurance bill leaves untouched or substantially 
untouched, the whole problem of preventive medical care and the 
normal day-to-day office patient relationship with physician and 
patient, which accounts for probably the bulk of the expenses for 
medical care in our country. 

H. R. 7700 seeks to do something about that. 

The whole answer to bringing down the cost of medical care, if 
it can be brought down, to such an extent as to make it readily avail- 
able to all our people without distinction as to class or lesen 
status, is in mutualizing the proposition upon an actuarial basis. 
Everybody is not sick all at the same time, and yet everybody is called 
upon to help bear the burden of what it costs to be sick. 

The same principle which attains for hospitalization attains also 
in preventive medical care. If you mutualize that, you will bring 
cost down too, and spread the risk, and the responsibility among 
many more people. 

Therefore, if you are going to be consistent in this principle, I 
think that you are taking half a step with the reinsurance scheme 
and you have get to complete it by adding 7700, which gives us an 
opportunity to “do something by way of a beginning on endeavoring 
to mutualize the cost of preventive medical care. 
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Now, for the best schemes which have been evolved on that score 
which are in effect—I think of — schemes that have been and I 
will tell you about one in a minute—but the best scheme on that scope 
which we have is the group practice, or the enormous group practice 
like HIP plan in New York, to which Dr. Baehr will undoubtedly 
speak, and who is here today. 

This is an illustration of what can be done in bringing down the 
cost of normal medical care, preventive medicine, the office costs, the 
homes costs, the outpatient care, by mutualizing the risk and the 
cost. 

Mutualization is one, a distribution of the risk in this field and 
second, and equally important, is the doctor and his facilities, that 
is, the diagnostic and treatment facilities, a base of permanent sup- 
port, because he gets an established fee per year, or the g evap does, 
which they can absolutely rely on and thus enal ae them to discount 
the risks of a lot of business or a little business, or manv people going 
to one doctor and making him very rich and too few people going to 
another doctor. 

[ think 7700 moves helpfully in that direction, because it is an 
established fact that in order to engage in this kind of practice, doc- 
tors who are going to club together for the purpose of performing 
these needed functions, in addition to that, as we all know, medicine 
is becoming a highly technical process with the machinery involved— 
and I do not say that disrespectfully—but it is a layman’s way of 
saying it—beconiing more and more expensive all of the time and 
this bill, H. R. 7700, is a recognition of that fact. 

I think actually, and this has been testified to before this committee, 
that these loans are very sound loans. We are dealing in a field 
which is very much like housing, where we started off by thinking 
when the Federal Government helped to get mortgage money out 
around the country, it would run great risks and would cost the Fed- 
eral Government a great deal of money and ended up by finding out 
that it was one of the very profitable activities of our Government. 

I think this is the same thing, and I think that the same thing 
will be true in respect to this trial effort which is incorporated in 
H. R. 7700, and naturally the promise is a very modest one, just as 
the proposal for reinsurance is in extremely modest one. 

I have a deep conviction that far more must be done, but certainly 
those of us who have been working in this field for so long—and the 
chairman has been working in this field longer than anyone—must 
recognize the objections and the opposition to it. 

This committee knows very well what it will face on the floor from 
many people when it brings up either of these bills, and I am sure 
it is fully prepared to meet it. I am confident that they will carry, 
because I think that the country is back of it. 

But, no one will contend that these are very elaborate steps. They 
are modest, very reasonable, first steps in the direction which our 
Federal Government must, in my opinion, inevitably pursue and it 
is for those reasons, Mr. Chairman, that I support H. R. 7700. 

If the Chair will indulge me for just a moment, I would like to 

say as to a comprehensive national-health program, this is a very 
major question. I believe that despite all of the tub thumping which 
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was done for the national health insurance scheme by the previous 
administration for such a long time, the idea that the Nation should 
be concerned and take a definite part in the solution of the national 
health problem has never been so deeply entertained by people, so 
generally, as it is today; much more so, in my opinion, than it was 
when it was a big political question or being used as a big political 
issue, and a great deal of tub thumping was being done about it. 

I think that the people are very deeply convince ed that the Nation 
and the people togther have to do something together to solve the 
national- health problem. 

Now, when I say what I did about a fundamental approach by the 
committee, I think it would be extremely useful if the committee 
considers favorably these two bills—and I hope very much it will— 
if it at the same time sought to outline an historical policy for the 
Federal Government's participation in this whole field of health. A 
beginning in that has already been taken in the bill which was passed 
by “the House to broaden the idea that the Federal Government should 
participate only in the hospital construction program to include other 
phases of hospital treatment, or quasi-hospital treatment; nursing 
homes, rehabilitation centers, diagnostic centers, and so forth; but I 
think it would be extremely useful if the committee could lay down a 
final principle—and I believe that the principle should be this, that 
the Federal Government should participate in dealing with the na- 
tional-health problem, but it should participate as a backer and part- 
ner with the citizens, rather than to run it as an insurance scheme, or 
a social security scheme, which was a scheme of the previous adminis- 
tration. 

I believe that it would be extremely valuable if this committee 
should, in addition to dealing with these specific measures, endeavor 
to chart a fundamental prince iple upon which the Federal Government 
would participate in the problems of dealing with the national health, 
and that the principles which I urge upon the committee are that the 
Federal Government be a partner with the citizens in helping the 
citizens to mutualize the risk and get greater facilities, and generally 
to deal with the problem, rather than to approach the matter from the 
insurance aspect, or social security aspect, which was the aspect recom- 
mended by the previous administration. 

But I submit, if you adopt that principle, its application ultimately 
must be very much broader than is contained in the two measures 
about which I have been talking, which I know that the committee has 
before it, and I urge upon the committee as an expression of that prin- 
ciple, which I have just described, of a national-health program, 
which has been sponsored since 1949, by a group of Republican Mem- 
bers of the House and Senate and which is now incorporated in H. R. 
3586, which happens to be my particular bill. The other bills are 
those of Representatives Scott of Pennsylvania and Hale of Maine, 
which are before this committee, and the fundamental basis for which 
is Federal backing for cooperative health plans, to the extent of taking 
up the slack in those plans which exist due to the needs for looking 
after people whose income is under par and who, therefore, cannot 
pay the full premium which would be involved in giving them opti- 
mum medical care under those plans, and would include the indigent, 
the aged, and other people. 











PUBLIC HEALTH SERVICE ACT 63 


I notice very interestingly that the criticism of the Committee for 
the National Health, which has for a long time, as we all know, been 
working for the health-insurance scheme, which I referred to a minute 
ago; the criticism of that group, of the reinsurance bill which is before 
this committee, is that it fails to take care of low-income, the rural 
population, the self-employed, and the retired. 

Now, whether or not there is anything to that criticism, I do not 
think it is pertinent to our discussion. I think the point is that the 
Federal Government’s interposition in this field has in some way to 
deal with those groups of people which represent a problem in terms 
of working out the national health situ: ae For example, when you 
get high- level civil service employees—I do not mean high-level em- 
ployees in terms of policymaking but in terms of income, organizations 
like the HIP, as it has, can manage very successfully on a financial 
basis and give all kinds of care without any Government help except 
the employer participation, which happens to come from the city of 
New York, or could easily come from any other employer group. But, 
when you get to the people who have below-par income, and have 
other difficulties and have difficulties in meeting their premium re- 
quirements, then you do need governmental interposition to help those 
plans carry on, and as a matter of public policy, I would say that it is 
extremely important to the future of our country that the Govern- 
ment, if it is going to help in this field—and as I say I think there is 
a public consciousness that the need for help is very great, we should 
find a way for helping which would preserve the independence of the 
citizens and the independence of the doctors, and all of the other tech- 
nicians concerned, and I believe that this program which a group of 
us got behind as far back as 1949, has the greatest promise on that score. 

Now, I realize that the committee is not prepared to undertake any 
such extensive program as we have recommended, but I do urge upon 
the committee, in addition to the consideration of both the measures, 
the reinsurance measure, and H. R. 7700, for loans to establish facil- 
ities for group practice, and so forth, that it consider in that connec- 
tion, when it comes out with those bills, the enunciation of a principle 
upon which the future help from the Federal Government to deal with 
the national health may proceed, and I think if it does that, it will have 
made a very real contribution to this problem and put us on the road 
to a solution of what has been a highly and very controversial political 
issue in our country for a long time. 

I hope too, Mr. Chairman, that the committee will feel emboldened 
to act now in this situation and that these two measures at least can 
be pased before we adjourn the 83d Congress. I thing if they are 
passed, they will indeed be a landmark in the record of this Congress. 

Thank you, Mr. Chairman. 

The Cuatrman. Any questions, gentlemen ? 

Mr. Youncer. Mr. Chairman. 

The CHatrmMan. Mr. Younger. 

Mr. Younger. Mr. Javits, you had in mind a direct contribution on 
the part of the Federal Government to the premiums, so to speak, for 
the health insurance of the indigent and the low-income groups. 

Mr. Javirs Yes. The way this thing works under our bill is that 
where a cooperative health plan is established—and it can be estab- 
lished by a veterans’ post, the church, a town—almost any entity— 
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trade-union—and qualifies for that kind of aid by its facilities and its 
facilities pass muster—I cannot describe to you all of the details of 
it—then, to the extent that it falls short of giving the care, having 
met all of the standards, the Federal Government up to a maximum 
of $15 per person per year will help, in a division with the States, the 
division with the States being on the same basis as under the Hill- 
Burton Act, depending upon the per capita State income. But, there 
is an absolute limit of $15 per person per year. And, that is the gen- 
eral scheme in our bill. And, it has been very much debated, as I am 
sure you know, but that is the general idea. 

I would reiterate that I hope very much that the committee cannot 
only come out with these bills, but can actually take the position this 
should be the national policy in this field, this enormously important 
field—we are taking these steps; other generations, or other Con- 
gresses, or perhaps tomorrow other steps will be taken; but at least 
we are laying out the chart along which the Federal Government 
ought to proceed in this field. 

That, 1 think, Mr. Chairman, would be a great service. 

The Cuarrman. Are there any further questions, gentlemen ‘ 

Mr. Derountan. Mr. Chairman. 

The Cuatrman. Mr. Derounian. 

Mr. Derountan. Mr. Javits, under your bill and under Mr. Scott’s 
bill and under Mr. Hale’s bill, how great a participation would the 
Federal Government have, beyond its contribution to the States on 
that formula? 

Mr. Javrrs. None. 

Mr. Drerountan. No direct supervision ¢ 

Mr. Javirs. None whatsoever. The regional boards, which are citi- 
en boards set up for the purpose of administering it, and so on, on 
the basis of qualifications established by law. 

Mr. Derounian. No further questions. 

The Cuarrman. Any further questions, gentlemen ? 

The Chair expresses the appreciation of the committee for your 
appearance here today, Mr. Javits, and the encouragement that comes 
as a result of the statement you have made. We appreciate the views 
that you have with respect to governmental responsibility in the mat- 
ter of the health of our people, and I am inclined to believe that before 
this session is over—I am hopeful—that we will have an opportunity 
to give some consideration to the bill to which you have referred as 
your bill. What number is it ? 

Mr. Javits. I think it is 3586. 

The Cuarrman. Yes. 

Mr. Javrrs. I would like to emphasize, Mr. Chairman, that my 
bill does not take precedence over Mr. Scott’s or Mr. Hale’s bill. 1 
am sure that the committee would intend to consider them together. 

The Cuamman. Yes. We have in mind, from the standpoint of 
getting every possible viewpoint, and having in mind as you have in- 
dicated, that what the committee has already done and what it is now 
striving to do, are but steps in a forward movement that we hope ulti- 
mately will prove highly beneficial to the health of our people. 

Mr. Javrrs. Thank you very much. 

Mr. Hesevron. Mr. Chairman, may I ask a question ? 

The Cuarrman. Mr. Heselton. 
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Mr. Heserron. That a bill is identical with a bill filed in the preced 
ing Congress ¢ 

Mr. Javirs. I did not get the question, Mr. Heselton. 

Mr. Hesetron. The bill that you have here is identical with a bill 
filed in a preceding Congress ¢ 

Mr. Javirs. Yes; it originated in the 81st Congress, in 1949. 

Mr. Hesettron. That bill was also filed by our former colleague, 
Mr. Herter. 

Mr. Javits. Identical with the one in which he joined and the idea 
has been a developing one ever since the time. 

Mr. Heseuton. I too want to join the chairman in commending you 
for the very worthwhile effort you have made to provide a solution of 
this very difficult problem. 

Mr. Javits. Thank you very much. 

The Cuamman. I hope, Mr. Javits, that you will feel that you 
have the right and certainly we would appreciate your assuming the 

right, to speak to the committee at any time with reference to any 
phase of the matter which you think would be helpful to the com 
mittee in its consideration. 

Mr. Javits. Thank you, Mr. Chairman. I consider the committee 
my friends. Thank you. 

The Cuatrman. We have with us today several distinguished wit- 
nesses. Dr. George Baehr, president and medical director, Health 
Insurance Plan of Greater New York; Dr. R. E. Rothenberg, medical 
director, Central Group of Brooklyn, Health Insurance Plan of 
Greater New York; and Dr. Karl Pickard, Health Insurance Plan of 
Greater New York, and others, who are to present their viewpoints 
with respect to H. R. 7700. 


STATEMENT OF DR. GEORGE BAEHR, PRESIDENT AND MEDICAL 
DIRECTOR, HEALTH INSURANCE PLAN OF GREATER NEW YORK, 
NEW YORK, N. Y. 


The CHatrmMan. Dr. George Baehr, who will be the first witness, 
is the president and medical director of the Health Insurance Plan of 
Greater New York. He was formerly clinical professor of medicine 
at Columbia University and chief of the first medical service and 
director of clinical research at Mount Sinai Hospital, New York. He 
is consulting physician to a number of New York hospitals. From 
1945 to 1948, he was president of the New York Academy of Medicine. 
He is a member of the Public Health Council of the State of New 
York, the Board of Hospitals of the city of New York, and the scien- 
tific board of the Public Health Research Council. 

On the completion of Dr. Baehr’s statement, he will introduce three 
of his associates who have been actively engaged in the organization 
and administration of medical groups which provide prepaid compre- 
hensive personal health services to persons insured under the Health 
Insurance Plan of Greater New York. 

Dr. Robert E. Rothenberg is medical director of the Central Medical 
Goup of Brooklyn, one of the largest groups affiliated with the health 
insurance plan. He is also assistant professor of environmental medi- 
cine and community health at the State University Medical School in 
New York. He is a fellow of the American College of Surgeons and 
a diplomate of the American Board of Surgery. 
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Dr. Richard M. Carey is the medical director of the Upper Manhat- 
tan Medical Group. He isa diplomate of the American Board of 
Internal Medicine and assistant in medicine at the College of Physi- 
cians and Surgeons, Columbia University. 

Dr. Karl Pickard is medical administrator of the Central Medical 
Group of Brooklyn. He is a diplomate of the American Board of In- 
tern: ul Medici ine and a fe sllow ot the Amer ican ¢ ‘ollege of Physici 1ans. 

I think this will verify the statement that I made that we had some 
very distinguished w itnesses to appear before us this morning, to give 
their thoughts and views with respect to H. R. 7700. 

First we will hear Dr. Baehr, president and medical director of the 
Health Insurance Plan of Greater New Y ork. Dr. Baehr, we are glad 
to welcome you agi ain be fore our committee, hay ing in mind the sple n- 
did testimony that you have previous sly given on other matters, that 
has proven helpful to the committee, and we antic ipate the views of 
you and your associates as expressed today will be equally helpful and 
beneficial to us. 

Dr. Barner. Mr. Chairman, in order not to take up an undue amount 
of time of your committee, I would like to state that I shall make a 
rather short introduce ‘tory statement and then, as you have announced, 

introduce my assoc lates, who are thoroughly competent to ti alk upon 

the practic al aspects involved in the estab lishment of prepaid medical 
oem plans, under an insurance plan of the type which I am asso- 
ciated with. 

I understand that this committee may be obliged to terminate this 
session temporarily at 11 o’clock and perhaps resume this afternoon. 
If that is the case, Mr. Chairman, I want to say that I have a commit- 
ment before a conference with another Government agency, Federal 
agency, in Washington, for 2:30 this afternoon. I may not be able to 
return for the afternoon session, but my associates will be here and 
they are thoroughly competent to carry on and answer whatever ques- 
tions you and the members of the committee may wish to ask. 

The CuarrMan. In connection with what Dr. Baehr has said, is that 
the fact, that the House convenes at 11 ? 

The Crerk. Yes, under the 5-minute rule. 

‘The Cuarman, That presents a very difficult situation to us, be- 
cause with the House uncer the 5-minute rule, consent is not granted 
for the committees to sit during the time the House is sitting. When 
the House is in general debate it is possible then for consent to be 
granted for committees to continue their hearings. 

So I am a bit disappointed and distressed, and embarrassed by this 
information that comes to us that the House will convene at 11 o’clock. 

I just do not know what to do about it, Doctor, in view of the fact 
that the compulsion is for Members to be there. The committee can- 
not get consent to sit for the purpose of hearing witnesses, and in 
recognition of the fact that you folks are important individuals and 
have come at great inconvenience to be present, that presents a diffi- 
cult problem. 

I wish it were possible for the administration of the House affairs 
to take into consideration the difficulties that are presented to com- 
mittees when, without any previous notice whatsoever, they decide 
that they will have a session at 11 o’clock, instead of 12 o'clock. I 
think it is very unfortunate that more consideration is not given to 
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the work of the committees. It does not do any good, however, for 
me to express my views here. I have expressed them where I hope 
it will count, but it seems as if they have plans of their own with 
respect to the House administration that are not always in accord 
with the desires of the chairmen of committees. 

Dr. Barner. I ask, Mr. Chairman, whether the committee will be 
reconvened this afternoon ? 

The Crarrman. I am trying to make it plain, Doctor, that the 
rules of the House do not permit us to do so. I think we had better 
drive ahead and do the best we can under the circumstances and 
cross that bridge when we come to it. 

Dr. Barur. Then I would like to be recorded, Mr. Chairman, in 
support of H. R. 7700. As I understand it, the bill is designed to 
encourage the extension of voluntary medical insurance plans which 
will provide complete and adequate personal health services for 
insured people. 

The Cuarrman. Doctor, may I just interpose for a moment to call 
to your attention, for such recognition as you may feel that it is 
entitled to have, that there have been some who have testified, and 
others who have communicated with the committee, an objection to 
the restriction of tlfe bill to voluntary prepaid plans. It would seem 
as if there is a feeling among those who conduct clinics, groups of 
doctors, in group practice, that group practice should likewise be 
penmitted to benefit by the provisions of a bill of this character and 
that it should not be confined entirely to the voluntary prepayment 
plan. So if during your remarks vou care to make any comment 
on that, we will be pleased to hear what you have to say. But I did 
want you to know that there are some who feel that the bill should 
be broader than it is drawn. 

Dr. Barner. I am in agreement with that point of view, because I 
do not believe that the bill should be discriminatory, if its objectives 
can be achieved on a broader base, as has been indicated, and I will 
deal with that in the course of my statement. 

I believe that H. R. 7700 is one of the most important health meas- 
ures introduced into this or any recent Congress. It recognizes that 
an increasing proportion of our popul: ation is living to an age when 

cancer, heart and arterial diseases, and other forms of chronic illness 
are increasingly common; that the costs of adequate medical care 
for prolonged as well as for acute illness are today beyond the financial 
means of most families of low and moderate income unless met by 
prepayment; and, above all, it recognizes that voluntary prepayment 
plans should also be concerned with the prevention of sickness and the 
early detection and treatment of disease. 

Disease prevention and early detection are essential features of 
voluntary health insurance if prepayment for medical care is to be 
employed as a public health measure to prevent or at least retard the 
onset of prolonged disabilities which represent an increasing social 
and economic loss for the nation. 


COMPREHENSIVE PERSONAL HEALTH SERVICE PLANS 


Preventive services and facilities for the early detection and cure 
of disease as well as prolonged medical care for chronic illness are in- 
cluded among the benefits of prepayment plans which provide compre- 
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hensive personal health services through prepaid group practice of 
medicine. 

The provision of personal health services of such comprehensive 
scope is possible only when the services are rendered by family doctors 
supported by teams of specialists qualified in the basic specialties of 
medicine and surgery, pathology, roentgenology, and physical 
therapy. 

In return for the per capita annual income derived from the insur- 
ance premiums, the sili al group or groups provide medical, surgical, 
X-ray, and diagnostic laboratory services in homes, in doctor’s offices, 
in the medical centers of the group, and in hospitals. Under the 
Health Insurance Plan of Greater New York, complete maternity care 
and even visiting nurse services in the homes and private ¢ ambulance 
transportation to the hospital are also provided without any addi- 
tional cost. 

Another advantage of prepaid group practices of medicine is that 
the quality of medical care may be safeguarded by the adoption of 
adequate professional standards by a medical control board. The 
quality of medical care is also promoted by the free availability with- 
in the group of specialist consultations and by the unrestric ted use of 
modern X-ray and diagnostic laboratory facilities for early disease 
detection. 

These facilities and services and their prompt availability without 
any financial barriers determine in large measure the quality and ade- 
quacy of personal health services under this system of organized 
medical group practice. 


MEDICAL EXPENSE INDEMNITY PLANS 


Medical expense indemnity plans, on the other hand, are not pri- 
marily concerned with the quality and adequacy of medical care. In 
this type of voluntary insurance, comprehensive health services can- 
not be provided because solo practitioners of medicine must be paid a 
fee for each service by the insurance carrier. Under this system, the 
total volume of doctors’ bills for comprehensive services is unpredict- 
able. 

Insurance carriers are therefore compelled to restrict cash indemni- 
ties to a limited number of reasonably predictable medical services, 
chiefly to services rendered to the subscriber in a hospital. This kind 
of insurance provides a cushion against some of the costs of certain 
catastrophic illnesses after they have occurred. 

However, it has been the experience of the health insurance plan 
over a period of 7 years that 90 percent of all personal health services 
are rendered to insured persons by family doctors, specialists, X-ray, 
laboratory, and other ancillary services outside of a hospital. 

These numerous professional services, so important to the preser- 

vation of health, are either excluded or only inadequately covered in 
most of the medical expense indemnity contracts sold by commerical 
insurance and Blue Shield companies. 

H. R. 8356, the reinsurance bill, may possibly encourage some medi- 

cal expense indemnity companies to cover a few of the existing gaps 
in benefit coverage. For this reason I testified in its support before 
this committee a few weeks ago. But H. R. 8356 along will in my 
opinion be of no value to comprehensive e service plans like health in- 
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surance plan which have very few gaps in benefit coverage. Nor 
should we, I believe, delude ourselves with the hope that the rein- 
surance bill will ever enable commercial insurance companies and 
Blue Shield plans to provide comprehensive benefit coverage for per- 
sonal health services outside of a hospital without large deductible 
and coinsurance features. Medical expense indemnity companies can- 
not take cash risks of unpredictable magnitude, nor will the Federal 
reinsurance fund be able to cover unpredictable risks of this magni- 
tude and uncontrollability. 


THE NEED FOR GUARANTEED MORTGAGE LOANS 


Of the two bills, H. R. 8856, which I support, and H. R. 7700, the 
latter is more realistic. It will aid in the establishment and growth 
of other comprehensive service programs like health insurance plan 
by guaranteeing loans from private lending institutions to local pre- 
payment plans and to their affiliated medical groups for the acquisi- 
tion of needed facilities and equipment. 

These loans can be repaid in future years out of earned premium 
income of the prepayment plan or out of the income of the prepaid 
medical group to which the loan is made. The Permanent Health 
Plan could not have gotten under way without bank loans for which 
Mr. Henry Kaiser pledged his credit. 

The Health Insurance Plan of Greater New York could not have 
been established in 1947, in spite of the many employees of the city 
and of private industry waiting for enrollment, of it had not been 
able to secure the required working capital. Loans of $855,000 were 
advanced by several philanthropic foundations to health insurance 
plan because of the plan’s original demonstration value. These loans 
are being rapidly repaid out of premium income. 

Also, health insurance plan has thus far been unable to make loans 
in any significant amounts to assist its affiliated medical groups in 
securing the required physical facilities and equipment of group cen- 
ters. Most of the groups when they began, in 1947 and in later years, 
had little if any financial resources of their own. 

Their participating physicians were at first obliged to see patients 
in scattered private offices of the individual doctors until the groups 
had accumulated a building and equipment fund of sufficient size, 
which took a good many years. 

Meanwhile, many of these stalwart pioneers took no salary from 
their medical groups or, at best, received most inadequate remunera- 
tion for their professional services over these years. It usually re- 
quired several years of personal privation for the physicians of a 
medical group to accumulate half of the needed capital for a center, 
upon the strength of which they could then secure the remaining half 
as a mortgage loan from a private lending institution. 

The financial sacrifices made by these physicians during the forma- 
tive years of prepaid group practice and the medical group centers 
which they finally build are an enduring tribute to their valor and 
fortitude. It is more than we have any right to expect physicians 
to endure in creating so valuable a health service. 

After 7 difficult years, 27 of HIP’s medical groups are now housed 
in well-equipped medical group centers and the remainder will occupy 
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their centers during the next year if they can secure the required 
financial aid, T he physici lans in Sens which have acquired a medical 
center and have reached an average enrollment of insured families 
receive adequate remuneration and are able to amortize the mortgage 
loans on their central facility. 

Most of the physicians in the medical groups are partners, they 
contribute to a pension plan for retirement at age 65, and they own the 
physical facilities of their group center collectively. Under our plan, 
the health insurance plan does not own these centers. They are owned 
and operated by the members, or doctors, as partners. 

As I stated to this committee at a previous hearing on March 24, 
1954, “Together, H. R. 8356 and H. R. 7700 constitute a balance - 
health program for the Nation, a health-service ‘package’ which 1 
not costly and which may be exceedingly effective in extending aa 
medical care under several forms of voluntary insurance. 

“The people of this country can then ultimately decide in the hight 
of actual experience which method of prepaid medical care they prefer, 
medical expense indemnity or group practice medical service plans. 
If only H. R. 8356 is enacted, they will have no choice in most parts 
of the country.” And for that reason I, therefore, urge the enact- 
ment of H. R. 7700. 

One last observation concerning H. R. 7700. If Federal guaranty 
of mortgage loans is made available to encourage the establishment 
of prepaid group practice, it should also in all fairness be available to 
medical groups which engage in practice on a fee-for-service basis, 
provided they are good financial risks and there is reasonable assur- 
ance that the loans will be paid. 

American medicine and the American people could profit from a 
better organization of medical practice, whether it be on a fee-for- 
service basis or under a prepayment plan. I favor prepaid group 
practice because it enables families of low and moderate income to 
ourchase comprehensive medical care of good quality at lower cost. 
But I would strongly recommend that H. R. 7700 be amended to 
encourage the establishment of both kinds of group practice because 
of their advantages to the American people. 

I have taken the liberty of asking Mr. Wolverton to allow two of 
the directors of HIP medical groups to give you their experiences with 
prepaid group practice of medicine. They will describe to you the 
organization, financing, and operation of typical medical groups 
engaged in providing comprehensive medical services to insured 
families under a prepayment plan and the favorable effect which mort- 
gage guaranties would have had if they had been available. 

Dr. Robert Rothenberg is the medical director of the Central 
Medical Group of Brooklyn and Dr. Richard M. Carey is medical 
director of the Upper Manhattan Medical Group. Dr. Rothenberg is 
also chairman of the Medical Group Council, a representative agency 
which coordinates the activities of all the medical groups in HIP. 

Now, Mr. Chairman, I am pleased to have an opportunity to present 
to this committee several of my associates who are actively engaged in 
the conduct of the prepaid group plan, so that they may give you their 
experiences. They can describe to you the organization, the detail of 
financing and all operations of apical medical groups engaged to 
provide medical services to insure families under a prepaid plan and 
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the effect which a mortgage guarantee would have had if it had been 
available to them. 

The representatives of the medical groups that are here today to 
testify do not need this assistance. They have weathered the years of 
storm and stress with great difficulties and the difficulties they are 
prepared to recount to you. 

I think it is quite inspiring, if you had time to listen to their story. 

Mr. Hesevttron. Mr. Chairman, before the doctor leaves the stand 
may I ask 1 or 2 questions ¢ 

The Cuarrman. Well, yes, you may. I have in mind that with the 
brevity of our session, I was hopeful to get as much into the record as 
I could, before we left. Now, what Dr. Baehr has just made reference 
to, the trials and tribulations of those who have struggled through the 
years without assistance, to my way of thinking, is striking the nail 
right on the head, so far as these hearings are concerned and I was 
turning over in my mind the thought that it might be better if we held 
the questioning of any witnesses until we got their reports. 

Mr. Hrsevron. May | make this one statement? I think that Dr. 
Baehr has made one of the most significant contributions to the problem 
that this committee is struggling with that anybody has made. I cer- 
tainly want to congratulate you, Doctor. 

Dr. Barur. Thank you. 

Mr. Heserton. I think your statement is magnificent. It is concise, 
right to the point, and more particularly, I think that as the chairman 
has said, and you have pointed out, we have the type of fine work by 
the medical profession that you represent, that I hope will be extended 
and can be extended throughout the countr Vy. 

I think it would be very appropriate in the permanent records of this 
committee, if you not only would present your associates here to speak 
to us, but would give us a list of every one of those doctors who have 
contributed so wonder fully to the success of your efforts, may I suggest 
that those doctors’ names be included in the hearings at this point Mr. 
Chairman. 

The CuarrmMan. We will be glad to have the doctor make reference 
to the others, to the fullest possible extent. 

I concur in all that my colleague from Massachusetts, Mr. Hesel- 
ton, has said with reference to the sp ylendid statement that has been 
made by Dr. Baehr. To me it is more than encouraging. It has an 
inspirational effect, because I realize that what is being said is the 
result of actual experience in the fulfillment of a supreme desire to 
bring the best of health methods and facilities to the people generally, 
and I cannot help but agree with, and emphasize what my friend from 
Massachusetts, Mr. Heselton, has said in appreciation of the splendid 
statement that you have made, Dr. Baehr. 

Dr. Barur. Thank you. 

Mr. Hesevron. Mr. Chairman, may I suggest—I am aware of the 
limitation of time, and I regret as much as you do, the fact that we 
cannot ask questions, that we would like to ask, but I would like to 
have the privilege—this may not necessarily go into the record—of 
getting in touch with you, Dr. Baehr, because I think some of the 
things you have said to us might very well develop to be tremendously 
useful to us on this particular subjec f. 

Dr. Barur. Mr. Chairman, could I make one more short statement ? 
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The Cuarman. Yes, Doctor. 

Dr. Barnr. I am a member of the central executive committee of 
the Health Insurance Plan, but the credit really, and the story that 
you should hear, is that of the doctors who have done this kind of 
thing against great difficulties and against resistance within their 
own profession and have believed in the ideal of complete service at 
low cost for people of moderate income and I am sure, and I hope 
that they will have an opportunity either today or sometime, to pre- 
sent the story that they have to tell you, and show you the facts and 
figures they have. | 

They can show you how they have gone to banks and insurance 
comps nies in trying to get loans in the early days. 

The Cuarrman, T ¥ at is exactly what we want to hear. 

Dr. Barur. They can quote times and places and incidents, and I 
should think it would peg iluable. 

The Cuarrman. It is extremely so. And, we will devise some ways 
and means that we will get this whole story. 

Dr. Barur. And, one of my associates, Dr. Pickard will portray 
to you in actual figures the comprehensiveness of the service of all 
of the different types that people actually have secured under this 
kind of a program. 

Mr. Hesevron. Mr. Chairman, I will be more than happy to work 
with you, and I am sure that the other members of the committee 
will, to the end that these hearings may be continued just as long 
as we need them to get this record clear. 

The Cuamman. What we are up against is not our desire. If 
that could prevail we would go right along. 


Mr. Hesetron. I think that we can arrange to be on the floor, if 
anything comes up when we are needed. 


The Cuatrman. Of course, that requires the consent of the man- 
agement and also of the House. What I am hopeful for is that we 
will hear as much as we can and they will not ring those bells as 
quickly as the House convenes at 11 o’clock, and that we will be able 
to hear as much as we can today, and I do hope that the interest of 
these gentlemen who will come here today will be sufficient that, with 
the unfortunate situation that has developed, that we can count on 
them on another occasion, that we will fix very shortly, when we will 
be more sure of the time that we would like to give to hearing their 
testimony. 

I think that without exception the testimony that you have given, 
Dr. Baehr, and the indication of what your associates will give, will 
constitute as important a contribution to this bill as can or would 
be given by any other organization and I certainly hope that we will 
continue to have your help. We are working along lines here that, 
as you say, can meet with objection, but let us have fortitude enough 
for that aid we will face those conditions with courage and with 
determination. 

Of course, as Mr. Heselton has just called to my attention, those who 
testify can revise and extend their remarks just as fully as they would 
like, even though the question period might be cut short. 

So, I want you to feel free to give us every possible bit of informa- 
tion that will be helpful to us in this important matter in which we 
are engaged. 
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Dr. Barur. Mr. Chairman, my associates would be pleased eithet 
to remain today or to come back at any other time, at the convenience 
of the committee. 

The Cuarrman. Thank you. 

Dr. Barner. And I would like, before I leave, to distribute, or have 
distributed the last annual report of the health-insurance plan which 
is just off the press. 

The Cuarrman. Thank you. 

Now, who do you suggest as the next witness / 

Dr. Barner. Dr. Robert E. Rothenberg, who has already been intro 
duced as the medical director of the central group of Brooklyn, Health 
Insurance Plan of Greater New York. 


STATEMENT OF DR. ROBERT E. ROTHENBERG, MEDICAL DIRECTOR, 
CENTRAL GROUP OF BROOKLYN, HEALTH INSURANCE PLAN OF 
GREATER NEW YORK 


The Cuatrman. Dr. Rothenberg, we will be pleased to hear from 
you. 

Dr. Rornenserc. Mr. Chairman and gentlemen of the committee. 
The passage of the W olverton bill, H. R. 7700, would make a fine con- 
tribution toward a solution to the people’s health needs and should 
be supported actively by everyone interested in expanding medical 
care. 

It is obvious that there is great need to promote and extend volun 
tary, prepayment health-service plans and to encourage physicians to 
form medical groups. Modern medical trends demand the pooling of 
knowledge and point the necessity for the pooling of equipment and 
facilities. 

There is just too much to know today for any one doctor, no matter 
how brilliant or highly trained he may be, to be able to handle alone 
all the illnesses of one patient. 

Similarly, there are so many costly instruments of diagnosis and 
treatment (such as X-ray machines, electrocardiographic machines, 
basal metabolism apparatus, laboratory equipment, etc.) that the aver 
age doctor would be unable to purchase them should be desire to estab- 
lish a truly, complete medical facility of his own. If he did, the costs 
of medical care to his patients would rise even higher than they are 
now. 

Under existing circumstances, the costs of diagnostic tests and the 
charges which hospitals are forced to make, have placed private medi- 
cal care beyond the reach of the majority of our people. 

The old system of a fee for each service, or “c. o. d. medicine”, must 
therefore give way to a more sensible pattern of payment of medical 
bills. As a direct consequence of the high cost of medical care, we are 
witnessing the rapid development of prepayment health service plans 
which permit the patient to budget in advance for his medical expenses 
and which give comprehensive care without the limitations brought 
about by a fee for each service. 

In the concluding chapter of a book published in 1949, entitled 
“Group Medicine and Health Insurance in Action,” I stated: 

Medical achievements during this century have been nothing short of miracu- 
lous, but the gains have been almost entirely along scientific lines. There is 
justifiable pride in the realization that today people get to places via stratoliner 
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and streptomycin instead of stagecoach and squill. Unfortunately, the pro- 
fession has been rather slow to recognize that it is just as difficult for the average 
man to afford the stratoliner and streptomycin in this era as it was for his 
grandfather to afford the stagecoach and squill of former days. By the same 
token, it is wonderful to contemplate that sepsis and shock, when treated early 
and properly, no longer present such great dangers to life. However, it is less 
pleasant to admit that too many of our people are unable to get to a place where 
they can receive proper treatment and that too many of them would be unable 
to pay for it even if they did get there. 

It is medicine’s responsibility not only to discover new preventions and cures 
but to keep pace with economic advances. The problems of distribution and cost 
of medical care are as much the doctor’s business as the proper dosage of digitalis 
or the correct procedure for cure of gallbladder. No American should be so 
isolated that he cannot obtain the services of a competent physician, and so 
service should be so expensive that it is beyond his ability to pay. Although 
experience in this field has been of relatively short duration, it can be stated 
with certainty that the solution to many of the country’s medical problems can 
be found in group practice on an insurance basis, 

Group medical practice embodies the modernization of old techniques and per- 
mits the tired, overworked solo physician to share with highly trained colleagues 
the burden of his struggle against disease. Since no doctor can possibly achieve 
proficiency in all branches of medicine, the cooperation and specialization which 
exist in group medical practice offer much more efficient care. It is an obvious 
fact that the consultation techrique often leads to the cure of otherwise obscure 
ailments. However, the improvement of practice methods by the formation of 
medical groups is of little help if the patient is unable to meet the costs of these 
services.. For this reason, the organization of prepayment health insurance in 
combination with group practice has been a natural outcome. Even at this early 
date, several million of our people are receiving aid in payment of their medical 
bills from health insurance plans or companies. It is now the duty of physician 
and public alike to see to it that the benefits of this type of insurance are 
extended, by one means or another, to all our people who need and want it. 

It is my conviction, and the conviction of the 1,000 HIP physicians 
whom I represent as chairman of their Medical Group Council, that 
Lee 4 practice units throughout the country should be encouraged to 
develop and should be given financial aid to establish their physical 
facilities. This aid should come from private sources and the groups 
should be owned and controlled by the doctors themselves. At this 
time, there are from 650 to 700 medical groups in the United States. 
By enabling physicians to borrow funds from lending institutions, the 
Wolverton bill, H. R. 7700, would stimulate the formation of addi- 
tional groups in urban and rural communities throughout the coun- 
try. Lack of sufficient medical groups with adequate diagnostic, 
treatment and hospital facilities has been the main deterrent to greater 
expansion of comprehensive, voluntary, prepaid health service plans. 
The people want the benefits of these plans and are literally begging 
existing organizations such as HIP and the Kaiser Foundation to 
expand their activities and build new facilities. 

he Central Medical Group of Brooklyn, of which I am the medical 
director and chief of surgery, is one of the 30 HIP medical groups. 
r . ‘ Ty r ‘ 5 
This one eroup alone serves 32,000 New Yorkers and has 39 family 
physicians and specialists on its staff. It has its own medical center, 
a 24,000 square feet building, fully air-conditioned and fireproofed, 
costing over $900,000 to build and equip. It is not the purpose of 
this presentation to urge the committee to act in favor of H. R. 7700 
so that this group or any of the other HIP groups may benefit from its 
provisions. Rather, it is our purpose to tell you a few of the prob- 
Jems and difficulties we in the Central Medical Group encountered 
when we attempted to obtain financing for the construction of our 
group center. 
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The kind of discouragement we faced over and over again in our 
search for a mortgage commitment has been experienced by many 
other groups in the process of formation and hi te responsible, in 
large measure, for their failure to actually come into being. The en- 
actment of H. R. 7700 into law would mitigate most of these difficulties. 

From 1947 to 1952, the Central Medical Group put aside approxi- 
mately 25 percent of its doctors’ earnings, before taxes, to finance a 
group medical center. This amounted to $491,500 but comprised only 
half of the moneys necessary for the construction and equipment of 
a facility adequate to care for its patients. The group therefore went 
to banks and insurance companies for the purpose of obtaining a 
mortgage loan. At least 15 savings banks and insurance companies 
turned down our requests for a mortgage. Nine mortgage brokers 
were approached to lend their aid. All of them requested bonuses 
ranging from 114 percent to 3 percent of the face amount of the mort- 
gage. They too, failed to obtain a commitment. Many banks asked 
for personal net-worth statements from each of the physicians in the 
group and even though these were invariably judged to be satisfac- 
tory, it did not convince them to issue a mortgage. (From this some- 
what unusual request for net-worth statements, one might predict the 
added difficulties that would beset a group of young beginners or 
veteran physicians who had not yet been in practice and who, there- 
fore, could present no satisfactory net-worth statement. ) 

Upon analysis of the causes of our failure to obtain help, we dis- 
covered the following: 

1. A group medical center or diagnostic and treatment center is a 
speciality building and therefore an unattractive mortgage risk in the 
eyes of savings banks and insurance companies. 

2. A group medical center is an unfamiliar type of building and 
ate considerably from the standard professional building. 

. The concept of voluntary prepaid, comprehensive, health insur- 
ance was difficult for banks and insurance companies to grasp. Some 
looked upon us as bold plungers into an uncharted field and felt that 
i: loans would be insecure in our hands. 

The cost per square foot of constructing a group medical center 
is ‘aie double that of an ordinary office building. There is much 
more plumbing needed for treatment rooms; special wiring, special 
outlets and heavy electrical conduits are required to service X-ray and 
other specialized equipment; an elaborate intercommunication system 
is essential, and an exceptional number of partitions are required for 
the many treatment rooms, consulting rooms, and nurses’ stations. As 
a result, banks and insurance e companies were discouraged from partici- 
pating in such a venture or in advancing sufficient funds to do the job 
pr re ly. 

The geographic location of a group medical center may be 
enti ally desirable and necessary but, mortgagewise, may be consid- 
ered a highly undesirable neighborhood. Some of the poorest urban 
localities and some of the least developed rural area may be most suit- 
able for the placement of a diagnostic and treatment center and yet 
would seem to a bank or insurance company, an undesirable location in 
which to invest mortgage money. 

The inability to obtain financial aid delayed construction for 1 year 
until finally, the group was fortunate in discovering a forward- look- 
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ing insurance company who agreed to issue a 20-year mortgage in the 
amount of $250,000 at a 4%4 percent interest rate. This mortgage 
amounted to approximately 30 percent of the cost of construction 
whereas the group would have liked to have obtained a mortgage cov- 

ering 50 percent to 60 percent of the total construction costs. Had 
the group been successful in obtaining a mortgage for 50 percent to 60 
percent of the costs of its center, there would have been capital avail- 

able to apply toward the construction of its own hospital. While such 
a project is still the aim of the group’s doctors, they have been forced. 
because of lack of funds and available mortgage possibilities, to 
abandon plans for the construction of this much-needed facility. 

The enactment of H. R. 7700 would lend dignity and stability to 
voluntary, prepayment health service plans and would aid in’ the 
establishment of more medical group practice units. It is my opinion 
that 15 to 20 additional medical groups would have come into HIP 
if the young doctors interested in such an association had been able to 
finance proper diagnostic and treatment centers. These young physi- 
cians, many of them just recently released from the ar med services, are 
willing to risk a little capital they possess but their funds must be sup- 
plemented by mortgage moneys. Also, it must be remembered that 
a large share of the money which the doctors do have available, must 
go into furniture and equipment. Such items cannot, of course, be 
financed through long-term loans. 

The ultimate effect of H. R. 7700 would be to encourage private 
enterprise to play a larger part in providing a wider distribution 
of medical care at a cost more nearly within reach of the public. 

The Cuarrman. Doctor, we certainly thank you. While this state- 
ment is brief, yet the contents of it is such as to be very helpful to 
the committee and it certainly points up the necessity of some assist- 
ance, if we expect this worthwhile service that is being rendered 
to be expanded. And, as you have so well pointed out, the young 
doctors coming out of the service are not in a position, from a person: al 
standpoint, possibly, to obtain the loans that would be required, and 
it is, therefore, one of those things that if we believe in promoting 
the health of our people then there are continuing duties, in my opin- 
ion, on the part of the Government to do its part to bring that about 
and supplement the work that is being done . your organization in 
the city of New York, which is certainly not only a pioneer, but it is 
of a type that should give encouragement to others engaged in such 
important work. 

Dr. Rornensere. Thank you, Mr. Chairman. 

The Cuarrman. Dr. Baehr, whom do you want to present next? 

Dr. Barur. Mr. Chairman, as the time is short, I would appreciate 
it if you would listen to a brief statement by Dr. Richard M. Carey, 
who is medical director of the Upper Manhattan Medical Group. 

The Cuarrman. Very well, we will doso right now. 


STATEMENT OF DR. RICHARD M. CAREY, M. D., MEDICAL DIRECTOR 
OF THE UPPER MANHATTAN MEDICAL GROUP, HEALTH INSUR- 
ANCE PLAN OF GREATER NEW YORK 


Dr. Carry. H. R. 7700 recognizes the need to encourage the exten- 
sion of voluntary medical insurance plans, and to encourage physi- 





->UBLIC HEALTH SERVICE ACT Va 


cians to associate themselves in medical groups. The Upper Manhat- 
tan Medical Group is a medical facility as defined in section 702 (G) 
H. R. 7700. As the medical director of this group I wish to be re- 
corded in support of H. R. 7700, because it will aid in the establish- 
ment of similar facilities, improve the health of the people, and bring 
the cost of medical care within their means. 

My support of this bill is in no way related to any benefit that might 
be derived by our group from its provisions. The purpose of this 
statement is to relate to the committee the difficulties we had to over- 
come in establishing our group, and to point out how this bill would 
solve these problems for others. 

The highly specialized fields of medicine require coordination for 
efficient rendering of services to individuals. The formation of medi- 
cal group teams supplies the organization demanded by the high 
degree of specialization in modern medicine. 

This fact has been apparent for many years, yet relatively few 
physicians have taken this logical step. I am convinced that the rea- 
son for this is to be found in the attitude of lending institutions to- 
ward medical facilities. Specialty buildngs of the type necessary for 
group practice are considered poor mortgage risks, and this in spite of 
the accumulating evidence throughout the country to the contrary. 
Most banks and insurance companies are not interested in this type of 
loan. They feel that buildings of this type can serve only a single pur 
aoe and would be a total loss in the event they had to be taken over in 
default of the loan. Construction costs are higher than in more con 
wenetan al buildings. The few institutions that have made such mort- 

gage loans have prov ided only a small percentage of the cost. 

As long ago as 1938, several of the physicians in our group attempt 
ed unsuccessfully to organize a medical group. The failure was due 
largely to their inability to obtain loans to finance the initial capital 
investment. 

The Upper Manhattan Medical Group was organized in 1948, for 
the purpose of becoming affiliated with the Health Insurance Plan of 
Greater New York. 

The group now occ upies a modern group center, built and equipped 
at a cost of $450,000. A total of 10 banks and 2 insurance companies 
refused mortgage loans on the building. Our difficulty in obtaining 
financial assistance delayed by at least 2 years the erection of our 

center. We were finally able to obtain from a bank a mortgage loan 

amounting to only 24 percent of the cost of the building. Even this 
small loan required personal security of each physician. For a full 
year all of our earnings from the health insurance plan, and for an 
additional 314 years 50 percent of our earnings from the plan, were 
placed in the building fund. 

This financial burden seemed at times too great to bear, but it indi- 
cates the kind of sacrifice physicians must make in order to organize a 
medical group and provide a proper diagnostic and treatment center. 
While we were able to accomplish our objective, I don’t think many 
physicians would or should be expected to make such a sacrifice. The 
provisions of this bill would remove this financial barrier, and make it 
possible for physicians to borrow the necessary funds to establish 
themselves in a modern group center. 


47892—54——-6 
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The geographic area served by the Upper Manhattan Medical 
Group is populated largely by families with low incomes. Most of 
these families in the past had a family physician in name only, whom 
they called on in emergencies or visited sporadically for minor ill- 
nesses. Most of their medical care was received through terribly over- 
crowded municipal facilities. 

Our group now serves some 11,000 of these individuals on a prepay- 
ment basis, through the Health Insurance Plan of Greater New York. 
Our 27 genera] physicians and specialists take care of all of their 
medical needs. Seventy-five percent of the required services are 
rendered in the group center or the offices of general physicians, 12 
percent in the home, and 13 percent in hospitals. 

Ambulance service to the hospital is provided when needed and the 
services of a visiting nurse in the home are available. Specialist care 
not included in the 12 basic specialties provded by our partners is pro- 
vided by a panel of super specialists at no additiona! cost to the 
subscriber. 

A continuing health education program is carried un through the 
medium of a regularly issued bulletin and a series of lectures. Peri- 
odic health examination for the early detection of disease is encour- 
aged. I have practiced in this area for almost 20 years, and I speak 
with conviction when I say that both the quality and quantity of medi- 
cal care provided by our group of 11,000 individuals is far superior to 
that which they have received in the past. 

The payment of medical bills, when aided by prepaid health insur- 
ance, comes within the means of even low income families. The 
amount of the premium can be budgeted, and paid in small monthly 
installments. Premium contributions by employers or union wel- 
fare funds further ease the payments. Medical expense handled in 
this manner for services provided by a medical group makes an ideal 
combination. The advantages of group practice are provided at rel- 
atively low cost in a manner permitting emphasis on early detection 
of disease and preventative medicine. 

The provisions of this bill, if enacted into law, will encourage physi- 
cians to associate themselves in medical groups and will make avail- 
able the necessary capital for proper diagnostic and treatment cen- 
ters. Since medical groups afford a method of providing a higher 
quality of medical care, and since prepayment medical service insur- 
ance provides a means for bringing the cost of medical care within 
the means of low income families, the combination of the two provides 
an ideal method of improving the health of the people at a cost they 

can afford. I, therefore, strongly urge fevers consideration of 
H. R. 7700. 

The Cuatmrman. Dr. Carey, we certainly appreciate your statement. 
It is a very strong and forceful one, toward the objectives of this bill, 
H. R. 7700, and we appreciate your attendance today. 


STATEMENT OF DR. KARL PICKARD, M. D., F. A. C. P., MEDICAL 
ADMINISTRATOR, CENTRAL MEDICAL GROUP, BROOKLYN, N. Y. 


Dr. Barner. Mr. Chairman, if you could I would be glad to have you 
hear Dr. Pickard. 

The Cuarrman. Dr. Pickard. Dr. Pickard is a physician who has 
been practicing as internist and medical administrative group asso- 
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ciated with the Health Insurance Plan of Greater New York. Dr. 
Pickard. 

Dr. Prckarp. As a physician bem has been practicing as internist 
and medical administrator of a group associated with the Health 
Insurance Plan of Greater New 'Y ork since its inception, I urge sup- 
port of the Wolverton bill, H. R. 7700. 

This committee is already well aware of the operation and purpose 
of prepaid medical care programs throughout the country. In pre- 
vious testimony before the committee, many general statements have 
been made concerning cost of medical care, preventive medical as- 
pects of prepaid programs, the philosophy of group practice and its 
advantages to patient and doctor, as well as the problems encountered 
by physici ians who are seeking to establish themselves in this form of 
medical endeavor. The passage of the Wolverton bill, H. R. 7700 
would do much to help these doctors establish proper facilities so that 
more people could benefit from additional comprehensive prepaid 
medical care programs. 

The purpose of my testimony is to present answers to questions often 
raised regarding the usefulness of a volunt: ary prepaid medical care 
plan such as HIP: 

Does the patient get comprehensive medical care ? 

Does the single yearly premium pay for operations when necessary ? 

Are the mothers delivered of their babies without additional cost ? 

Do the doctors take care of the entire family in the home as well as 
in the office ? 

Does the patient get X-ray and laboratory work when he needs it ? 

Can the patient call on the doctor any time of the day or night ? 

Does the patient get physical therapy, electrocardiograms and basal 
metabolism tests when necessary ? 

These questions and many others related to comprehensive medical 
service can be answered affirmatively. However, factual data has been 
collected in the Central Medical Group of Brooklyn, especially during 
the past 3 years, which supports that answer. 

The data concerns itself only with numbers—number of services 
rendered by each physician in the group and by the nursing and tech- 
nical help employed by the group. These numbers can easily be in- 
terpreted in terms of value and quality of service. I have prepared a 
chart for the years 1951-1952 and 1953 which is attached to this re- 
port. May I discuss those facts and figures accumulated for the year 
1953 at a time when the Central Medical Group of Brooklyn hs = ap- 
proximately 32,000 patients on its roster. During that year over 
200,000 services were given by the 39 doctors on the staff of he: group 
and 8,409 services by the nurses and technicians associated with these 
doctors making a grand total of over 208,000 services. 

If we were to project this figure for all the patients enrolled in HIP 
we would readily see that over 3 million services were given. Each 
patient of the C entral Medical Group received an average of 6.4 serv- 
ices during the year 1953. Of course some patients had no occasion 
to call upon the doctor even though they were urged to do so for rou- 
tine preventive cxaminations. Others used the physician’s service 
only once during the year while still others, with serious medical com- 
plaints, had oce asion ‘to receive 30 or 40 services. As the chart shows, 
approximately 73 percent of these services were rendered in the doc- 
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tor’s office, 11 percent at the home of the patient and, in our medical 
group, 16 percent in the hospital. Bitty 

Approximately 54 percent of the services were given by specialists 
other than pediatricians, approximately 14 percent was by the pedia- 
tricians, while the remainder or 35 percent was given by the general 
physicians. The fact that so much of the service was given by special- 
ists is an indication of the high quality of service offered the patient 
in a group practice prepaid program. 

A great deal has been said of abuses which would result from the 
prepayment of medical care when provided comprehensively without 
deterrent extra charges. The low figure of 11 percent for home calls 
would certainly indicate such statement to be fallacious. The fact 
that a percentage of patients did not appear for routine physical ex- 
aminations, even though they were urged to do so through health 
bulletins and health education lectures, also shows that patients have 
little tendency to abuse medical care just because they do not have to 
pay for each service. It is of importance to the preventive health 
aspects of the program that our medical group gave almost 15,000 
health examinations during 1953. 

Here are other pertinent figures: During 1953, 450 new babies were 
delivered by the obstetricians of the group. There were 402 major 
surgical operations and 4,164 minor surgical operations done by all 
the surgeons in the group. Because of the close association of the 
medical and surgical departments within the group, all these patients 
received complete medical preoperative and postoperative care by 
the department of internal medicine. 

Approximately 21,000 services were given in the X-ray depart- 
ment and in the laboratory. This is about 10 percent of all service 
given. It is a rather impressive figure and shows that no corners 
were cut either in diagnosis or in treatment. In order to give these 
technical benefits to our patients as well as the extra services already 
mentioned, which include electrocardiograms, basal metabolisms, 
physiotherapy, etc., the group had to obtain the newest in equipment 
and to hire well qualified nursing and technical personnel. 

An attempt was made to estimate the cost to the patients for all 
services received in 1952. To each service whether it was an oflice 
visit, a home call, a delivery, an operation, an electrocardiogram or 
a heat treatment, we have allocated the amount of money that the 
patient would have had to pay in the New York area had he not 
belonged to the health insurance plan. The total cost would have 
been $1,836,525. The 32,000 patients enrolled with the Central 
Medical Group had a premium cost of $870,000 half of which was 
paid by the employer. Thus the patient received his medical care 
under this program for less than 25 percent of what is might have 
cost him. We must also remember that over 50 percent of these 
patients, earning less than $4,000 yearly as a total family income, 
probably could not have paid for any medical care and would have 
had to resort to care in “free clinics” or go without medical care. 

In brief, then, the overall answer to the questions I cited to you is 
this: 

Prepaid medical care as practiced by the medical groups affiliated 
with the health insurance plan does provide the patient, for the 
yearly premium, fully comprehensive modern medical services in- 
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cluding home calls by physicians and treatment in physician’s offices 
and in hospitals; including delivery of babies, including surgical 
operations, including services of laboratory technicians, X-rays, 
electrocardiograms and the like—and including the services.of quali- 
fied specialists as well as general physicians. The patient and his 
family are really insured against the total cost of all illness. 

The Central Medical Group of Brooklyn started as the first group 
under contract with HIP in March 1947. At that time it had 17 
physicians and only 69 patients. Its group center had a total of 
4,500 square feet of space in which to treat patients. Since then it 
had grown very rapidly so that at present it has approximately 
32,000 patients and 39 specialists and general physicians. In March 
1953 it opened a new medical center with 24,000 square feet of space. 
This project cost the doctors of the group $900,000 for the land, 
building and equipment. For this purpose they had put aside a 
percentage of their income each year. They were able, in this man- 
ner, to accumulate about 50 percent of the moneys needed, the rest 
had to be obtained through bank and insurance company loans. The 
group requires a hospital in conjunction with its medical center. 
This it intends to obtain in the future. 

Such a hospital, of course, will cost more money than a small group 
of young doctors can accumulate by themselves. The aid proposed by 
H. R. 7700 would make it possible not only for the doctors of the 
central medical group to go ahead with the completion of their proj- 
ect, but for other physicians throughout the country interested in 
group practice and in prepaid health insurance to establish the facil- 
ities needed to give good medical care. 

H. R. 7700 can do much to allow the people of this country to meet 
the cost of medical care in the American way. I, therefore, urge its 
passage. 

There is also a chart which is attached to this report, which if you 
will think of in terms of data collected day by day, by every physi- 
cian—32 in number—within the central medical group, put together 
monthly and completely for a 3-year period, you will see that they are 
facts, and that those facts mean not only the number, but the avail- 
ability of and quality of service rendered. I will let that speak for 
itself. 
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(The chart referred to is as follows:) 


Utilization data, central medical group of Brooklyn, for 1951, 1952, 1953 


1951 Rate 1952 Rate 1953 Rate 


Mean enrollment and rat 26, 323 5.9 29, 072 6.2 31,705 6.4 


Services | Percent; Services | Percent Services | Percent 








Total physician services and percentage 156,302 | 100.0 180,380 | 100.0 202,759 | 100.0 
Office services and percent 109, 828 70. 2 126, 214 69.9 | 147, 437 72.7 
Home services and percent 12.1 22, 316 12.3 10.9 

ices and percent 17.7 31, 850 17.8 16. 4 

ian services 33. 0 56, 688 31.4 31.7 

I an services 15.3 30, 970 17.2 14.6 

Other specialist services_. 51.7 92, 722 51. 4 53.7 
Preventive services 2 13, 914 
Deliveries 397 
Major surgical cases 418 
Minor surgical cases 4,093 

X-ray services and percentage _. 5, 633 3.6 7, 35: 4.1 8, 798 4.3 

Pathologist services and percentag« 6, 846 4.4 7 4.0 11, 338 ¢ 

Total ancillary services 8, 595 8, 304 8, 409 
Basal metabolism... 714 728 845 
Electrocardiogram 1, 057 1,049 1, 548 
Physiotherapy 3, 464 3, 702 2, 952 

g nurse services 1, 307 940 930 
loteationn (by nurse injectionist) .- 1, 948 1, 784 2,01 
Ambulance services_. 105 101 121 


Rate=number of physician services per enrolled patient per vear 
2 Routine yearly health surveys 


The Cuarrman. What you have said is very true. I was particularly 
interested in the factual figures that are attached to your statement 
and it does verify what you have said, and will prove very helpful to 
us in having this direct evidence from experience before the commit- 
tee. And I was particularly interested in your reference to the work 
that has been accomplished, the detailed statement that you have made 
in that respect, by an organization such as yours, and which leads up to 
your endorsement of this bill H. R. 7700. 

We thank you very much. That will be made a part of the record 
in full, so will the report of the HIP, which you submitted, Dr. Baehr. 

(The report referred to is as follows :) 


A MESSAGE FROM THE CHAIRMAN OF THE BOARD AND THE PRESIDENT, HEALTH 
INSURANCE PLAN OF GREATER NEW YORK 


FROM THE PRESIDENT’S MESSAGE TO CONGRESS JANUARY 18, 1954 


“The best way for most of our people to provide themselves the 
resources to obtain good medical care is to participate in voluntary 
health insurance plans. During the past decade, private and non- 
profit health insurance organizations have made striking progress 
in offering such plans.” 


‘’ne seventh year of operation of the health insurance plan was a year of 
consolidation and strengthening of its resources. After almost 12 months of 
study of the medical groups and their needs by a special committee of the board 
of directors under the chi i1irmanship of Mr. William Reid, the board was con- 
vinced that an increase in premium rates was unavoidable if the 30 medical 
groups were to have sufficient capitation income to enable them to attract and 
hold qualified physicians of high professional caliber and to continue to provide 
X-ray, diagnostic laboratory, physical therapy, and visiting nurse services in a 
period of rising costs without any extra charges. HIP was the very last of the 
nonprofit health insurance plans to raise its‘:premiums during the past 3 years 
of rising costs. It is gratifying to be able to report that the temporary decline 
in enrollment which was anticipated as a result of the rise in premium cost did 
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not occur. The year ended with an enrollment of almost 400,000 and with bright 
propects of substantial additions to enrollment during 1954. 

The year has been devoted by the medical groups to upgrading their profes- 
sional and technical staffs and to improving their physical facilities to meet the 
high standards of HIP’s medical control board. During the past year the Monte- 
fiore Hospital medical group completed the required structural alterations and 
now occupies its entire building; the Central Bronx medical group has occupied 
its new center and the Clinton medical group has purchased a site for a new 
center hear the Parkchester area of the Bronx. In Manhattan, the Washington 
Heights medical group moved into its new center on Upper Broadway; the 
Upper Manhattan medical group has erected one of the handsomest and most 
modern medical buildings in the city; the Metropolitan-Hudson medical group 
has remodeled part of the ground floor of the Peter Stuyvesant Hotel for its 
center; the Yorkville medical group has taken additional space in its present 
building and has also purchased a site on Second Avenue and East 79th Street 
for the erection of a new center. 

In Queens, the Astoria medical group greatly enlarged and improved its 
present center by new construction, and the Forest Hills medical group com- 
pletely remodeled a building which it had purchased in Flushing. The North 
Queens and Central Queens medical groups have agreed upon a merger to be 
followed shortly by the erection of a new medical center. 

The major structural developments during the past year have been in Brooklyn, 
where the central medical group of Brooklyn completed and occupied the largest 
medical group center building in the city; the Empire, Eastern Parkway, and 
Midboro Medical Groups purchased and remodeled existing structures into 
centers; and the Brooklyn Medical Group purchased a building which it is re- 
modeling for early occupancy. In addition, the Flatbush and Kings Highway 
Medical Groups have large new centers under construction in their sections of 
the borough which will be ready for occupancy in 1954. 

During the past few years, the 30 HIP medical groups have invested or assumed 
financial obligations for new construction and equipment amounting to more 
than $6 million, an evidence of their faith in the future of prepaid group practice 
of medicine. 

The medical groups are working closely with HIP’s division of preventive 
medicine and health education. Preventive health examinations are being more 
widely extended. Over 100 health education meetings are being conducted annnu- 
ally for the benefit of subscribers. Health education bulletins from 29 medical 
groups reach into the homes of the insured families. Early disease detection is 
being facilitated by a drive to persuade the few families which do not as yet 
have a family physician to select their personal physicians. The effect of these 
efforts is reflected in a progressive rise in the utilization of physicians’ services 
by the insured population which now averages 5.4 doctors’ services per person 
about 2,200,000 physician visits per year. This does not include many hundreds 
of thousands of diagnostic laboratory procedures, physical therapy, and home 
visiting nurse services. In 1953, 78.7 percent of all doctors’ services was given 
in the offices of the doctors or at medical group centers, 11.5 percent in the home, 
and 9.8 percent in hospitals. 

The stability of the Health Insurance Plan of Greater New York is revealed 
in the financial statement on another page of this annual report. Its community 
value can be judged by the appreciation of the enrollee population, whose medical 
experiences are being continuously recorded and analyzed by HIP’s division of 
research and statistics. The medical care experience of so large a number of 
families has never been recorded in such detail. The special study of this ex- 
perience by a committee of biostatisticians under the chairmanship of Dr, Lowell 
Reed, president of Johns Hopkins University, is nearing completion after nearly 
8 vears of labor and will be ready for publication before the end of 1954. For 
the support of this study the Commonwealth Fund and the Rockefeller Founda- 
tion have made grants totaling $331,000. 

With considerable satisfaction we call attention to the steady decline in the 
administrative costs of the plan which now constitute 11.2 percent of premium 
income. Included in this item is 3.1 percent for medical care supervision, pre- 
ventive and health education services, and research which, for the most part, 
are not the responsibility of other nonprofit health insurance plans. Also, 4 
percent has been set aside for statutory reserves as required of all insurance 
plans by the State superintendent of insurance. . 

Righty-five percent of all premium income during 1953 was directly expended 
for medical services during the year. This is a far larger ratio (about 15 cents 
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more of the premium dollar) than was paid out for medical care of subscribers 
by any other nonprofit medical insurance plan in the city. 

The admitted assets of the plan on December 31, 1953, as reported to the New 
York State Insurance Department, amounted to $4,376,345 as compared with 
$3,588,315 at the end of 1952. Surplus and legal reserves at the end of 1953 
amounted to $2,864,842, of which $555,500 represented noninterest bearing loans. 

The year ahead looks bright for the plan. In fulfilling its role as a community 
enterprise, the plan and its affiliated medical groups will endeavor to improve 
the benefits it offers its subscribers and keep pace with the advances that are con- 
stantly being made in the profession of medicine. 

GrorGE BAEBR, M. D., 
President and Medical Director 


Davip M. HEYMAN, 
Chairman of the Board, 


HIP’s medical group centers vary in construction and appearance. Those con- 
structed recently and the few remaining ones to be built this year represent the 
latest in functional design. In addition to the offices of HIP doctors, they con- 
tain facilities for laboratory tests, X-ray equipment, and physical therapy. 
Twenty-seven group centers are located in the five boroughs of New York City 
and Nassau County. 


Health insurance plan of greater New York—summary of financial condition 
Dec, 31, 1953 


(In accordance with report to the New York State Insurance Department ) 


What the plan owns: 
Investments—at amortized cost : 


U. S. Government obligations_-_ i _~$1,133,312.02 
I sai hata es eign chlaaas sambidnan _ 172,645.81 
Public utility bonds mat caibiheaMdlials ss 102,309.95 
Industrial bonds : ; anes ; 250,451.24 
Total (market quotations $1,639,953.13) ‘ i wien 719.02 4 
Cash cea all sibiet . = 2,045,297.69 
Premiums receivable as . 651,413.71 
Other assets ‘ ; oe 20,915.02 
Total admitted assets 4,376, 345. 44 


What its obligations are: 





Due to medical groups (capitation fees) ; _ 968,287.16 
Trust funds held under agreement with medical groups. i 57,381.51 
Premiums received in advance ss . seme 2oo,004,87 
Other liabilities ..--. 181,789.46 
Reserve for claims (including deferred m: iaternity benefits ) ____ 81,500.00 
Total obligations . eee 1, 511, 503.00 
Surplus for protection of members a A. : ; __ 2,864,842.44 
Consisting of 
Special contingent surplus ‘ é ...... 1,908,372.32 
Unassigned surplus (See note) : ; -.. 961,470.12 
Total surplus__-_-- , eae ake 2,864,842. 44 


Nore.—Unassigned surplus includes noninterest bearing loans of $555,500 which, under 
the provisions of the New York State insurance law, are not a legal liability of the plan. 
They are repayable only out of unassigned surplus and only with the approval of the 
Superintendent of Insurance 


WHAT HIP I8 AND HOW IT FUNCTIONS 


HIP is a prepaid, community-sponsored, medical-care plan which serves its 
subscribers through group practice and teamwork medicine. Prepaid group 
practice is the effective way to provide comprehensive medical care to insured 
families at a reasonable premium cost. The services are provided by 30 medical 
groups which occupy centers located strategically throughout the metropolitan 
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area and Nassau County. Each of HIP’s medical groups includes general physi- 
cians and specialists in all 12 basic fields of medicine. Provision is also made 
for specialist treatment of rarer ailments requiring unusual experience or skill. 
X-ray, diagnosis and treatment, physical therapy, and even visting nurse service 
in the home and private ambulance service are provided without extra changes. 

Under HIP the financial barrier between physician and patient is eliminated 
The person physician selected by the subscriber assumes responsibility for his 
overall good health. He records the subscriber’s medical history, gives him 
physical examinations regularly, and arranges for specialists’ services when nec- 
essary. The family physician is visted at his office or at the medical center 
He visits the home when necessary. He and the group of specialists provide care 
at the hospital and at the specialist's office. 

All physicians added to an HIP medical group must be approved by the HIP 
medical control board. This board, composed of outstanding physicians, has set 
high standards for training, experience, and hospital affiliations. The medical 
groups are self-organized. Every specialist affiliated with an HIP medical group 
must have a certificate from an American specialty board, hold an appointment 
in his specialty on the staff of a hospital approved by the American Medical 
Association for resident training, or have equivalent qualifications. 

HIP, in addition to its in-area benefits, has on out-of-area plan. This plan 
offers a wide range of medical services to employees and their dependents who 
live outside the area served by HIP medical groups. Liberal cash payments 
are made for major and minor surgery, including X-ray, laboratory examina- 
tions and ambulance service. The out-of-area plan is an indemnification arrange 
ment. 

By paying all or half of the premium, the employer helps to bring HIP’s all 
around coverage within the financial reach of all his employees. He makes it 
possible for every employee, regardless of earnings, to enjoy the benefits of com 
prehensive care. 

Premium rates for out-of-area indemnity insurance are the same as base rates 
regardless of income classification. 

These rates do not include hospitalization insurance. HIP subscribers should 
earry hospitalization insurance in order to round out a comprehensive health 
insurance program and so enable families to budget virtually all the costs of 
their medical and hospital care throughout the year through prepayment 


. Upper 
Rates for family contract under a contract covering employees and their | Base rate | ce haa 
jependents the combined cost | I hl | . 

Employee with no dependents a2 5 $4 39 

Emplovee with one dependent 19 @ RA 

Employee with 2 or more dependents (no limit 0 eR 2 96 
NOTE Under special conditions, HIP will accept contracts covering employees only Rates will be 

quoted upon request A $2 charge is permitte for home calls requested and made between 1 

7a.m. 


HIP’s medical groups are self-organized. They are medical partnerships com 
posed of general practitioners and specialists who provide comprehensive medi 
cal care to HIP subscribers and their families. In order for a group to become 
affiliated with HIP, the qualifications of its medical staff and the adequacy of its 
physical facilities must be approved by HIP’s medical control board 

The Cuatrman. Now, I regret exceedingly that we have to suspend. 
[ have tried to make it plain what our difficulty is and how much we 
regret it, but I do hope that if occasion requires we may have the op- 
portunity of hearing you, having you before us again, when the com- 
mittee will be given an opportunity to ask you questions. I am 
certain it would like to do th: at. 

We will adjourn until 10 o’clock tomorrow morning. 

(Thereupon, at 11:20 a. m., the committee adjourned to meet the 
following morning, Friday, April 30, 1954, at 10 a. m.) 
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(Mortgage Loan Insurance) 


FRIDAY, APRIL 30, 1954 


liousr or REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
Washington, BG. 
The committee met at 10 a. m., pursuant to adjourment, in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 
The Cirarrman. The committee will please come to order. 


STATEMENTS OF ANDREW J. BIEMILLER, MEMBER OF THE 
NATIONAL LEGISLATIVE COMMITTEE, AND NELSON K. CRUIK- 
SHANK, DIRECTOR OF SOCIAL INSURANCE ACTIVITIES, AMERI- 
CAN FEDERATION OF LABOR, WASHINGTON, D. C. 


The Cuatrman. Before introducing Mr. Kaiser, I notice Mr. Bie- 
miller and Mr. Cruikshank have just come into the room. I have been 
waiting for you and hoping you would be the first witness this morn- 
ing. Are you prepared to testify now / 

Mr. Breminier. Yes, Mr. Chairman. 

The CHarman. Who will testify; you, Mr. Biemiller, or Mr. 
Cruikshank ¢ 

Mr. Biremitier. I will, Mr. Chairman. 

‘The CuatrrMan. Mr. Biemiller. 

Mr. Bremiuuer. I am sorry, Mr. Chairman. I understood that we 
were going to go on after Mr. Kaiser. We would have been here 
earlier. 

The CHatrman. My thought was that you should go on first and 
then Mr. Kaiser and his organization will follow, so that we will 
have a better continuity of the program. I think, without any intro- 
duction being made by me, to the members of the committee, that we 
are all familiar with the services of our former colleague, Mr. 
Biemiller, who was also a member of this committee. 

It is very encouraging to the chairman and the other members of 
the committee that are interested in our health program, and in the 
studies and inquiries that we have been making, to have the whole- 
hearted support of Mr. Biemiller and Mr. Cruikshank, representing 
the American Federation of Labor. We consider their assistance to 
have been not only very considerable but very valuable, and we are 
very appreciative of the interest that they have taken and will con- 
tinue to take in the work of the committee in matters of this kind. 


Mr. Biemiller. 
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Mr. Bremitier. Mr. Chairman and members of the committee, my 
name is Andrew J. Biemiller, and I am a member of the national 
legislative committee of the American Federation of Labor. My office 
is located in the AFL Building, 901 Massachusetts Avenue NW., 
Washington, D.C. I am accompanied by my colleague, Mr. Nelson H. 
Cruikshank, director of social insurance activities of the American 
Federation of Labor. 

We appreciate the opportunity to present to this committee the 
views of the AFL with respect to the specific measure now before 
you—a bill to amend the Public Health Service Act to provide mort- 
gage loan insurance for hospitals and medical facilities used in 
connection with voluntary prepayment health plans, which was intro- 
duced by the distinguished chairman of this committee, Representative 
Wolverton, H. R. 7700. 

We have had the privilege on three previous occasions to present 
our views to this committee in the course of the committee’s extensive 
explorations of the health needs of the people of this country and the 
possible constructive steps that appropriately can be undertaken by 
the Federal Government toward meeting these needs and the assist- 
ance that might be given to local governmental agencies and voluntary 
groups. 

On January 15 it was our privilege to appear before the committee 
in the course of its broad and general exploration of health problems. 
At that time we presented an analysis of these problems as viewed by 
an organization representative of some 10 million wage-earners and 
their families. Members of the committee will recall that we intro- 
duced in the record at that time the position of the American Feder- 
ation of Labor as expressed in resolutions most recently confirmed by 
the 72d Convention of the AFL in September 1953. This official posi- 
tion was consistent with our historic position in support of a program 
of national health insurance. We also stressed that, while these reso- 
lutions expressed the major objective of the American Federation of 
Labor, our organization had also consistently held to the view that 
any constructive steps that could be taken that would meet part, if not 
all, of the need merited the support of organized labor. We empha- 
sized the fact that the position of the AFL is not an all-or-nothing 
position. 

Again, on February 5, we were privileged to appear before this 
committee in support of H. R. 7341, a bill designed to broaden the 
scope of the Hill-Burton Hospital Survey and Construction act. We 
expressed our conviction that the assistance provided in this measure 
to the States and localities in improving their integrated hospital and 
health facility construction programs represented another construc- 
tive step in meeting an important part of the health needs of the 
Nation’s citizens. You may recall, however, that at the conclusion of 
this testimony we made reference to two other measures, H. R. 6950, 
the Health Service Facilities Act, and H. R. 6951, the Mortgage Loan 
Insurance Act, and pointed out that the objectives of these measures 
merited the favorable consideration of this committee because, in our 
opinion, their enactment would add impetus to the development of 
such comprehensive programs of the kind which your committee had 
been analyzing and studying during the several weeks prior to the 
hearings you were then conducting on the extension of the Hill- 
Burton program. 
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Finally, on April 1, it was our privilege to present the views of our 
organization on the administration proposals for the reinsurance of 
voluntary health insurance programs as they were embodied in H. R. 

$356, a measure also introduced by the distinguished chairman of this 

committee, Representative Wolverton. At that time, we reviewed 
what we felt to be the six areas of major need experienced by working 
people and their families, dependent upon wage income. We indi- 
cated also that these needs were generally characteristic of the vast 
majority of the population. Without at this time repeating the de 
scription of those needs, we should just like to recall that they were 
as follows: 

1. Preventive care. 

2. Access to facilities and personnel. 

5. Comprehensive protection. 

t. Full family coverage. 

5. Budgeting for full prepayment. 

6. Improvement in quality of medical care. 

In addition, we outlined four needs that were more of a community 
nature, which were as follows: 

1. Care for the chronically ill and the indigent aged. 


) 


2. Expansion of local public health units. 
3. Aid to medical education. 

t, Expansion of hospitals, health centers and other physical facil- 
ities. 

Ve reported at that time, that, upon review of the principles con- 
tained in this proposal, the social-security committee of the American 
Kederation of Labor had taken a position that the basic principle of 
reinsurance was not to be disregarded in the development of a broad 
health program. Our major objection to the reinsurance proposals 
as yeas nted at that time was not so much to the specific provisions of 
the bill, but to the context in which it was presented. We pointed out 
that, in our opinion, it could not properly be presented as a national 
health program. As we have followed the testimony presented by 
various groups in relation to this measure, we have come to the con- 
clusion that there is general agreement with this position. We note 
that the administration representatives seem quite aware of the fact 
that it leaves many questions unanswered. In our opinion, these 
unmet problems are among the most important, as we indicated 
that time. 

We note that the representatives of some nonprofit organizations, 
notably Blue Cross, felt that the reinsurance provisions might enable 
them to extend the limited protection which these plans offer to some 
groups presently outside the scope of their coverage. To whatever 
extent this is true, we feel that it is a worthy objective. We further 
noted, however, that representatives of comprehet isive prepayment 
plans operating on a group practice principle reported that there 
would be little, if any, value to them in the reinsurance proposal. 

In this connection, I should like to cite for the information of this 
committee a declaration of policy adopted at the St. Louis Convention 
of the American Federation of Labor last September : 

In the absence of a comprehensive program of national health insurance, we 
are encouraged to note the continued growth of union health and welfare plans 
throughout the country. While many, if not most, of these programs have serious 
gaps and deficiencies, they all help our members in some measure to meet the 
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heavy costs attendant upon sickness and disability. We are particularly grati- 
fied to note a growing interest on the part of many unions in the establishment 
of truly comprehensive direct medical service plans, making use of the advan- 
tages of group medical practice in health centers and clinics, serving trade-union 
members and their families in the community. Such plans represent a long step 
forward in improving the quality and scope of health care available to working 
men and women and their dependents. 

The committee will observe the emphasis in this declaration in sup- 
port of direct medical service plans incorporating group medical prac- 
tice and based on the prepayment principle. We submit this state- 
ment of principle adopted by the American Federation of Labor at 
this time because it appears to us to have a very direct bearing on the 
proposals contained in H. R. 7700. 

As we observed in previous statements presented to this committee, 
there is a rising tide of interest in the development of such voluntary 
comprehensive plans in a number of centers throughout the country. 
Your committee has had presented to it the description of the opera- 
tion of some of these plans that are already underway. 

Mr. Hal Gibbons presented a very comprehensive description of the 
operation of the Labor Health Center in St. Louis. Mr. Fred Umhey 
described the very extensive program of the various centers that are 
now operating under provisions of collective bargaining agreements 
between employ ers and the International Ladies’ Garment Workers’ 
Union. Dr. George Baehr, in a statement submitted to the committee, 
described the operation of the Health Insurance Plan of Greater New 
York, and, more recently, presented his views in respect to this partic- 
ular measure growing out of his experience as medical director of that 
comprehensive plan. There is a relatively new plan in operation in the 
city of Philadelphia, where 22 unions affiliated with the American 
Federation of Labor have developed such a comprehensive prepay- 
ment plan. 

You are also acquainted with the plans operated by the Permanente 
Foundation on the west coast. A considerable number of our local 
unions, under terms of collective bargaining agreements, are partici- 
pating in these plans, and the experience with them represents one of 
the must successful developments to date in meeting the needs of the 
local membership. 

There are a number of other areas today where such plans are in the 
early formative stage. In the city of Milwaukee, for example, there is 
a recent announcement of a plan that is just getting started. Proposals 
are under way in Chicago, as well as in a number of other areas. 

In all of these plans there has always been the problem of the consid- 
erable capital outlay that is necessary to get the plan started. On the 
west coast, the participants in the Permanente plan were fortunate to 
have the financial backing of the Kaiser industries. In St. Louis, with- 
out detracting from the notable achievement of that plan, we observed 
that there was a particularly favorable collective bargaining situation 
which enabled the employers and the labor union which developed the 
plan to meet the necessary outlay at the start of the program. In 
New York, the original expenses of organization were met in part by 
grants from a number of foundations. There was also the important 
factor of the city government bringing into participation in the plan 
many thousands of municipal employees, which provided a certain 
guaranty of financial support. Even here, however, the plan was some- 
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what hampered in its early stages by the lack of capital for the con- 
struction of facilities which would have made it possible for the plan 
to meet more expeditiously its growing needs. 

We are of the opinion that, if enacted, this bill would encourage 
private lending institutions to provide funds to voluntary associa- 
tions, inc luding cooperatives and labor unions, which undertake to 
offer hospit: alization and medical care on a prepayment basis. The 
availability of such loans would certainly help stimulate further ex- 
perimental developments of these voluntary oe set up by these 
organizations, as well as by community groups, groups of physicians 
and others. We trust, however, that this committee will also give 
further consideration to the possibility of a supplementary source of 
funds to be provided by direct Government loans to these groups, as 
proposed in the earlier bill introduced by Senator Humphrey, 8. 1052, 
and in H. R. 6950, introduced by Chairman Wolverton last January. 

We are aware that this committee is still giving most careful con- 
sideration to the reinsurance proposals contained in H. R. 8356, as 
well as to the various other proposals which have been presented to 
you. It is our view that, if the committee should see its way clear 
to report out the reinsurance proposal designed to underwrite the 
extension of even a limited type of voluntary health insurance by 
both commercial and nonprofit organizations and combine with that 
the proposals contained in the measure now before you which would 
enable and encourage voluntary consumer groups to develop com- 
prehensive group practice prepayment service plans, the combination 
of the two measures would constitute a genuinely constructive ap- 
proach to important elements of the total health problem. It is in 
line with this approach that we urge the adoption of H. R. 7700. 

And now, Mr. Chairman, when Mr. Cruikshank and I appeared 
before your committee on April 1, we submitted several specific 
changes, mostly dealing with definitions, which we proposed be in- 
corporated in this bill. At that time, you asked us to suggest lan- 
guage which would implement the changes that we recommended. We 
are just completing the drafting of that specific language, and will 
very shortly have it in the hands of your technical staff. 

Again, we wish to thank you, Mr. Chairman, for the opportunity 
you have afforded us to present the views of the American Federation 
of Labor with respect to these proposals, and to again complement 
you on the introduction of such far-reaching and forward-looking 
bills. 

The CuarrmMan. We thank you, Mr. Biemiller. 

With reference to your previous appearance before this committee, 
particularly with your reference to the appearance on April 1, are 
important, because of the suggestions you made at that time, and 
which statement this morning indicates that you -~ en in 
working out and will give the committee the benefit « f, as soon as 
they are finished. 

Mr. Bremitier. You will have them the first of the week, Mr. 
Chairman. 

The CuarrmMan. In addition to that, if I remember correctly, you 
did make statements with respect to H. R. 7700. If you would care 
to examine those statements, it might be that they could be appro- 
priately made a part of the hearings on this bill, as well as on the 
other bills. 
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Mr. Bremitter. We will be very happy to do that. We have a copy 
with us and we leave it with the reporter, Mr. Chairman. 

The CuairmMan. Very well. 

(The matter referred to is as follows:) 


STATEMENT PRESENTED BY NELSON H. CRUIKSHANK, DIRECTOR OF SOCIAL 
INSURANCE ACTIVITIES, AMERICAN FEDERATION OF LABOR 


Mr. Chairman and members of the Committee on Interstate and Foreign 
Commerce, my name is Nelson H. Cruikshank and I am director of social insur- 
ance activities for the American Federation of Labor. My office is located at 
the AFL Building, 901 Massachusetts Avenue NW, Washington, D. C. I am 
accompanied by my colleague Mr. Andrew J. Biemiller, a member of the legis- 
lative committee of the American Federation of Labor. Mr. Biemiller has been 
given the responsibility on the part of the A. F. of L. for legislation in the field 
of social insurance. 

We deeply appreciate the opportunity of presenting to this committee our 
views on the two measures which you now have under consideration, both of 
which were introduced by the chairman of this committee. 

On January 15 of this year, your committee afforded me the privilege of pre- 
senting the views of the American Federation of Labor in connection with this 
committee’s survey of general health problems. At that time, I listed what 
appeared to us as a number of major needs in the health field. I will not take 
up the time of this committee by repeating the analysis which I presented at 
that time. For your convenience in reference, however, I should like to sum- 
marize the major needs as they appear to an organization which represents a 
very large number of the people who are recipients of medical care and services. 
These needs fall in two general groups. ‘The first are the needs of working 
people, which we observe from our experience in this field. We believe they are 
not different from the needs of the general population. 

1. Preventive care.—A constructive progressive medical-care program, is one 
which seeks to improve and to maintain the health of those who are served by it, 
rather than to merely patch up and repair their disabilities after they have 
reached an advanced stage. Every system or program of medical care should be 
tested by the attention which it pays to this vital aspect of the total national 
health problem. 

2. Access to facilities and personnel.—The principle of free choice should be 
realistic in its application. It should include the choice of the method or type 
of medical care to be selected and it should, if it is to be meaningful, include 
access to the best hospitals and health service centers. 

3. Comprehensive protection.—Medical care without detriment to its quality 
cannot be fragmentized. Its component parts must be integrated into a compre- 
hensive continuous whole. Diagnosis cannot be arbitrarily separated from treat- 
ment and surgery cannot be isolated from preoperative and postoperative care. 
Care inside of the hospital cannot be provided as a thing entirely apart from 
care in the home, office, or clinic. Anything short of a comprehensive, unified 
health program, is to that extent, an inadequate program. 

4. Full family coverage.—This is likewise an essential criterion of adequacy. 
Many of the plans in existence today cover only the wage earner himself and 
exclude his wife and children. The contribution which such plans make toward 
the solution of his health problem is very small, even if these plans were ade- 
quate in all other respects—which they are not—for the medical expenses of the 
worker himself are but a small part of the total family medical bill. 

5. Budgeting for full prepayment.—A satisfactory health program should, at 
the very least, provide a means of making possible the full prepayment of the 
costs of the services offered. The application of the social insurance principle 
also requires that the rate of payment bears some direct relationship to the 
income of the persons covered. 

6. Improvement in quality of medical care-—The medical profession itself 
today is aware of the necessity of rooting out some of the evils that have been 
associated with particular types of practice. Fee-splitting, unnecessary surgical 
operations and the overcrowding of hospitals, are aggravated in some instances 
rather than alleviated by the prevailing type of commercial indemnity type in- 
surance coverage. The need is for positive incentives to the great majority of 
ethically minded physicians and surgeons to provide through group practice 
and other means now available the highest type and quality of medical care and 
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service. The general public needs assistance in discovering and utilizing the 
better types of medical care. 

There is a second group of needs which are of a community nature. Among 
the most urgent of these are the following: 

1. Care for the chronically ill and the indigent aged. 

2. Expansion of local public health units. 

3. Aid to medical education. 

4. Expansion of hospitals, health centers and other physical facilities. 

We are aware that this committee has made recommendations in some of these 
areas. For example, the adoption by the House of your recommendation with 
respect to the broadening of the Hill-Burton hospital survey and construction 
program, contained in H. R. 7341, will help meet the problem of plant facility, 
providing, of course, that additional appropriations are made to carry out the 
program on a scale commensurate with the need. 

We are also aware that the major bill you now have under consideration, H. R. 
83556, does not address itself to a number of these areas of need. However, since 
it is put forward as the major proposal of the administration in the field of 
health and has been publicized as having been developed in response to the 
promise made by the President that the health needs of the people of this coun- 
try will be fully taken into account in the “progressive and dynamic program” 
which he is presenting to the Congress, it is only proper that this bill be evalu- 
ated in the light of these major needs 

As we study this measure, our hopes are raised by the worthy purposes ex- 
pressed. We note the reference to “adequate service prepayment plans”, to be 
made “generally accessible on reasonable terms * * * to the maximum number 
of people”. We further note the purpose as being “to stimulate the establishment 
and maintenance of adequate prepayment plans in areas and with recpect to 
services and classes of persons for which they are needed”. However, as we 
analyze the proposed implementation of these very worthy objectives, we are 
deeply disappointed. We find nothing in this measure which will effectively 
motivate private insurance carriers to extend their offered types of protection in 
a manner that is adequate to achieve these objectives. The principle of reinsur- 
ance mav make it possible for commercial insurance companies to extend their 
limited type of protection to meet some of these needs, but we find nothing that 
effectively encourages them to do so. 

It may be that for some of the nonprofit organizations such as Blue Cross, the 
removal of a portion of the risk involved in extending protection to new areas 
may result in some actual extension of such protection. If this should, in fact, 
prove to be the case, it should be recognized that it is because these nonprofit 
organizations, by definition, are motivated by different incentives than are the 
commercial carriers. 

It is precisely, at this point, that what appears to us as one of the major 
fallacies on which this bill has been developed becomes apparent. It is a truism 
among businessmen that they “are not in business for their health”. It should 
be equally apparent that insurance companies are not in business for other 
people’s health. This is not offered as a criticism of private business enterprise. 
It appears to us that the proposals of this bill, so far as they relate to the insur 
ance carriers, are predicated on the assumption, that these carriers are chafing 
at the bit awaiting the removal of the barriers to permit them to rush into the 
high risk areas in order that they may fulfill their mission of meeting the health 
needs of the country. This, we submit, is a false assumption. The commercial 
insurance companies are in business for profit, though they will incidentally 
meet part of the health needs of the country in the course of their profit making, 
so long as competitive conditions maintain. If a limited reinsurance provision 
were all that was required to release the assumed pent-up social purpose of 
insurance carriers, it seems likely that the insurance companies themselves would 
have developed such arrangements in this field, as indeed, they have done with 
respect to many other types of insurance, The fact seems quite clear that com 
mercial insurance companies will continue to offer their useful but limited and 
generally inadequate type of protection in the areas of service where profits are 
readily attainable. Without some additional incentives and motivations, they 
will not move into the high risk areas, simply in order to meet a social need. 
It is at this point that this bill is mainly deficient. We can find nothing in it that 
provides a positive incentive for the commercial insurance companies to meet 
these major social objectives. That is why we have come to the conclusion that 
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this bill is long on its asperations and goals but timorous and hesitating in its 
implementations. 

For example, there is included in the statement of purpose of this bill the 
following language: “To stimulate the establishment and maintenance of ade- 
quate prepayment plans in areas, and with respect to services and classes of per- 
sons, for which they are needed.” Contrast this with the following statement 
presented by the Assistant Secretary of the Department of Health, Education, 
and Welfare when he appeared before this committee on March 24: 

“While we believe this program holds great promise for the American people, 
I want to mention three limitations. 

“First, it can help only those who can and are willing to include health-insur- 
ance premiums as a necessary part of the family budget, and those who are 
covered by insurance plans maintained by their employers in whole or in part.” 

The significant )»hrase to us here is “those who can and are willing to include 
health-insurance premiums as a necessary part of the family budget”. 

In presenting and explaining the background charts to your committee, the 
Special Assistant to the Secretary, Dr. Keefer, pointed out that “in more than 
40 percent of the families, expenses incurred for medical care ranged from 5 to 
over 100 percent of family income in the given 12 months”. How many of the 
people in this 40 percent are those who cannot budget for medical care? We 
submit that the very heart of the Nation’s most critical health problem today is 
precisely for those who cannot, or even those who will not, include health- 
insurance premiums as a necessary part of the family budget. Our concern, of 
course, is primarily with those who cannot. But, on the authority of the admin- 
istration representatives, this program does not attempt to meet that problem. 

Consider this, if you will, in the light of the facts presented in another one of 
the charts explained by Dr. Keefer. This was chart F, entitled “Family income 
groups—distribution of hospitalization insurance”. This chart showed that 
there were 6 million people in families with an income of under $2,000 having 
some type of hospitalization insurance. This represented 25 percent of the 
families in this income group. Leaving aside for the moment the very important 
question of adequacy for this limited protection, it seems to us that the significant 
fact here is that 75 percent of the families of this income group were without any 
such protection. Moving up into the next income bracket, we find that 49 percent 
of persons in families with an income between $2,000 and $4,000 were also with- 
out any hospitalization insurance. Certainly, among the 75 percent of families 
in the lowest income group and the 49 percent in the next lowest group having 
no hospitalization insurance, there is a large proportion, if not, indeed, all of 
them, who come into the category of those referred to by the Assistant Secretary 
as those who cannot include health-insurance programs as a necessary part of 
the family budget. 

One of the most striking statistics was presented by Dr. Keefer in his chart C, 
which showed that, of the national annual total of personal medical expendi- 
tures of $9.4 billion, only $1.6 billion, or 17 percent, was covered by insurance. 
While the growth of the number of individual memberships and policies over 
the years 1939 to 1952 as presented in his chart A is impressive, the growth in 
actual protection as revealed on his chart C is meager indeed. In fact, chart 
A is misnamed. It shows the increase in insurance participation—not in insur- 
ance protection.” 

With reference to the factual data that was presented by Secretary Hobby 
and her assistants, we would like to express our appreciation and admiration 
for the graphic way in which the health needs of the country were portrayed. 
The needs as they were analyzed and set forth will provide a major contribu- 
tion to public education in the field of health needs. However, they appear to 
us as presenting singular non sequitur in that they graphically portray real 
needs, but needs which cannot be met by the proposals contained in the bill they 
were designed to support. In fact, they constitute one of the most conclusive 
presentations of the need for national health insurance ever to come to our 
attention. 

We look in vain in this bill for some general encouragement for preventive 
care. Where is there any improvement in the accessibility to facilities and per- 
sonnel? What provision is there in this bill for comprehensive protection or for 
full family coverage? Where is there in the bill any protection for the patient 
against the practice of fee-splitting or unnecessary surgery, or to assure him 
that the insurance which he buys will indeed cover the full cost of his medical 
bills? What provision is there for the improvement of the quality of care 
through the encouragement of group practice? 
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This bill was introduced by your chairman on the 11th of this month. On 
the 3d of March, the social security committee of the American Federation of 
Labor, met and discussed the broad principles of this proposal. It was agreed 
by our committee that the principle of reinsurance in the general field of social 
insurance had a great deal to commend itself. It was also the opinion of our 
committee that the merits of the forthcoming proposal could in large part be 
measured by the standards which were to be included in the program with 
respect to the type of protection made available under the plans to be rein- 
sured. When the bill was introduced on the 11th of the month, therefore, we 
were especially interested in section 303 which prescribes the terms and condi 
tions governing the approval for reinsurance of health service prepayment 
plans. We find listed here, eight criteria which we agree are the standards 
by which a good health-insurance program should be measured. However, we 
find no specification for the application of these standards. This vital question 
is left unresolved as the bill simply proposes to give the Secretary of the Depart 
ment of Health, Education, and Welfare, authority to apply these standards 
in such a way as she determines will promote the purposes of the bill. 

In considering this section of H. R. 8356, we respectfully suggest this com- 
mittee adopt the approach of H. R. 6949 which was also introduced by Chair- 
man Wolverton. Section 5 of this measure incorporates specific standards appli 
cable to plans eligible for reinsurance. Most of these, we feel, would contribute 
to the improvement of the adequacy of the protection afforded the insured 
individual. 

It appears to us that H. R. 8356 contains a major inner contradiction in that 
it places two responsibilities on the Secretary: (1) to meet important social 
objectives and (2) to operate a sound reinsurance system. It seems to us that 
the reinsurance system can only be kept on a sound actuarial basis if the insur- 
ance is granted under conditions that make the social objectives unobtainable. 
Or if the social objectives are to be achieved, it can only be done by operating 
the reinsurance program at a consistent loss which would then convert the 
reinsurance program into a poorly disguised subsidy. Now we are not against 
a Government subsidy in this field, but we feel that if a program of subsidies to 
meet health needs is undertaken, it should be done directly and openly. 

In fact, bills which, in our opinion, more realistically approach the needs 
as outlined in the Secretary’s testimony have been introduced by a group of 
distinguished Senators and Congressmen, who are all incidentally of the majority 
party. In fact, this measure, when first introduced, had a cosponsor in the 
House, the present Vice President of the United States. I refer to Senate bill 
1153 and H. R. 3582, H. R. 3586 and H. R. 4128, introduced by Senators Ives and 
Flanders and by Representatives Javits, Hale and Scott. The American Fed 
eration of Labor has never specifically endorsed this measure but it has by 
convention action noted the forward steps it represents in approaching the 
problem of providing adequate health insurance for the entire population. 

This measure, in contrast to H. R. 8356, accepts the assumption that a public 
subsidy to voluntary insurance plans is the appropriate method for bringing 
most of the population under the coverage of such plans. The following specific 
constructive provisions of this measure commend themselves to all concerned 
with basic health needs. 

1. It offers a nationwide scheme of insurance as a means of financing medical 
services. 

2. The public charity principle involving a means test for lower income 
individuals and families is entirely excluded. 

3. It provides that in order to qualify for Federal-State aid, the plans or a 
combination of plans, purchasable by a family, must offer comprehensive serv- 
ices, that is, at least hospitalization and the services of family physicians as 
well as specialists. 

4. The membership charges in such plans cannot be flat rate, but must be 
based on a percentage of a subscriber’s income (up to $5,000). 

5. The majority of the governing board of every acceptable plan must repre- 
sent those receiving medical care and services. 

It appears to us that this bill represents a more realistic and straightforward 
approach to the needs than does H. R. 8356. 

We note, however, that title II of H. R. 8356 contains provisions which author- 
ize the Secretary to “conduct studies and collect information concerning the 
organizational, actuarial, operational and other problems of health service pre 
payment plans and their carriers.” This title provides that the information 
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would be made available to the public and to sponsors of health service and 
prepayment plans without charge. Such information which can only be collected 
and evaluated adequately by a Government agency would be very useful to us as 
we continue to develop through collective bargaining agreements providing pro- 
tection for wage earners. It would be particularly helpful to us as we continue 
to move into the newer area of providing direct service plans for wage earners 
and the members of their families 

Mr. Chairman, we are also much interested in H. R. 7700 which you introduced 
on February 3. You may recall that when I appeared before your committee on 
February 5, in connection with H. R. 7341, I called your attention to the fact that 
every example of a successful comprehensive health service plan points to the 
importance of financial assistance in meeting the heavy capital outlays that are 
necessary for providing facilities for such plans. We know of a number of areas 
today where comprehensive health service plans are about to get underway, that 
where the lack of means for financing the necessary facilities, constitutes a real 
barrier. We believe that this bill, by creating a medical facilities mortgage 
insurance fund, would go a long way toward meeting this vital need. 

While supporting this bill in principle, we should like to offer the following 
comments with respect to some of its specific provisions and suggest certain 
changes in some of the definitions : 

1. Section 702 (g) defines “group practice prepayment health service plans.” 
This is a critical part of a very important definition, since every program obtain 
ing insured loans must devote 60 percent of its facilities to services coming within 
this description. We feel that it is important that this definition should not, in 
any way, exclude comprehensive programs set up by lay groups, such as coopera- 
tives, citizens groups, labor unions, industries, etc., and who engage individual 
physicians or groups of physicians to provide services to subscribers. There 
may be in this definition the implication that the physicians group must already 
be in existence before the plan can be established. We suggest that this am- 
biguity be removed. 

It appears also that this definition does not recognize the right of a medical 
staff of an existing hospital to form itself into a group or to function as a group, 
to provide services into a prepayment plan. We suggest that the wording be 
changed so as clearly to permit this kind of development which has frequently 
proved practical in past experience. 

Section 702 (h) defines “health service association” as a nonprofit organization 
which undertakes to provide prepaid medical and surgical services to subscribers 
to contracts with “groups of physicians, partnerships of physicians, or with 
other associations of physicians.” We suggest that the word “physicians” be 
inserted before “groups of physicians” so as to permit a lay organization to enter 
into contract with individual physicians. 

Section 702 (i) defines “health service contract” to cover either “medical care 
contract” or “hospital service contract” in terms which appear to us as too rigid. 
A hospital service contract is one “to furnish bed and board in general or special 
hospitals * * *”, while a medical service contract covers “obstetrical, anesthesia, 
diagnostic, and endoscopic services which are directly related to any medical, 
surgical or obstetrical services and any supplies incidental to such care.” This 
definition does not conform with existing practices, which are not uniform 
throughout the country. In practice, most hospitals currently furnish much more 
than “bed and board” and provide many of the services defined as within the 
province of “medical service contracts.” We suggest that legislation with the 
objective stated in this measure should not interfere with present practice, in a 
manner to force changes which appear to conform solely to one particular school 
of thought on this controversial subject. 

We suggest that one further safeguard should be incorporated in the bill, 
namely, to provide that lay individuals or lay organizations cannot interfere with 
the practice of medicine as well as engage in the practice of medicine. .It has 
always been our view that, while the economic and managerial aspects of health 
service plans should be under a type of control in which consumer and other lay 
organizations can appropriately participate, the distinctly medical aspects of any 
such plans should be kept strictly within the hands of qualified professional 
medical persons. 

Mr. Chairman, with these suggested changes, which we feel in no way affect 
the major purposes of H. R. 7700, we urge the early adoption of this proposal. 

Again on the behalf of the American Federation of Labor, I wish to thank the 
chairman and the other members of the committee for this opportunity of 
presenting our views. 
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Mr. Priest. Mr. Chairman. 

The CaarrMan. Mr. Priest. 

Mr. Priest. 1 want to express my appreciation to Mr. Biemiller, 
our former colleague on this committee for his statement, and Mr. 
Cruikshank, both of them jointly, and individually, for the fine con- 
tinuing efforts they are making in the studies of this very acute 
national problem, that is, the problem of supplying medical care to 
the largest number of people at a cost they can afford to pay. 

I want to ask Mr. Biemiller one question with reference to his 
statement at the bottom of page 3. 

I gather from your statement, Mr. Biemiller, that you feel that the 
adoption of this bill, in connection with a suitably drafted reinsur 
ance program would be most helpful. 

Mr. Bremiutter. Yes, sir. 

Mr. Priest. Let us just assume—and I am not assuming it for the 
sake of any reason other than to obtain your opinion—assume that 
this legislation is reported and passed and that there is adverse 
action by the committee on the reinsurance program. You still be- 
lieve, even in that event, this would be a helpful piece of legislation, 
even though the other should not be approved ¢ 

Mr. Bremitter. Very definitely, Mr. Priest. 

We, as you quite cor rectly are assuming, make this suggestion only 
as a possibility of expediting a bill: that if the committee does see 
fit to act on both proposals, we think they probably could go in one 
bill and would save time and energy of all concerned and possibly 
develop support for a joint bill that might not be deve ‘loped for either 
bill singly. We are trying to be as practical as possible. 

Mr. Priest. I think that you know how to be practical, I might say, 
on the basis of your past exper lence. 

That is all, Mr. Chairman. That is all I have to say 

The CHairman, Any further questions, gentlemen / 

Mr. Petty. Mr. Chairman. 

The CHarman. Mr. Pelly. 

Mr. Petry. Mr. Biemiller, I am sort of thinking out loud in asking 
this question, but your background I think might be helpful in clear 
ing up a question as to whether or not it might not be more pri ictical 
to have an administrative agency like the FHA do the insuring rather 
than give this function to the Surgeon General, to add to his problems. 

Would you comment on that ? 

Mr. Bremiuier. I think I would refer to Mr. Cruikshank to answer 
that question. 

Mr. CrumksHank. Offhand, I should say, Mr. Pelly, that the sub- 
stantive provisions of meeting certain requirements by the kind of 
plans as described in the measure, are those which probably fall into 
the area of the responsibility of the Surgeon General. 

If the FHA—which all of you recognize is primarily a fiscal agency 
and a loan arrangement agency, shall we say—should be given 
that it probably would not hold back the operation of the pro- 
gram materially, but I should imagine that they would have to have 
a medical adviser added to their staff and someone that was capable 
of doing the kind of thing that is contemplated by the Surgeon Gen- 
eral’s Office here, and it seems to us while this is primarily an ar- 
rangement for supporting loans from private institutions, that most 
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of the actual mechanics in connection with the loans, and so forth, 
would actually be done by the institutions themselves, and the quali- 
tative considerations that involve endorsement or approval of a loan 
to be guaranteed are those that are more of a medical service nature, 
which would be the kind of thing that the Surgeon General’s Office 
is prepared to exercise. 

Mr. Petty. Well, I feel your thinking on that is very sound. The 
thought came to me, however, that if the medical aspect of it were 
approved by the Surgeon General, there might be in existence through- 
out the country an organization already set up that is dealing with 
the private lending institutions, and possibly it would simplify mat- 
ters and result in economies in the loaning processes. 

Mr. Crurksuank. I do not think there would be anything in the 
bill—I would have to examine it perhaps more closely to see—as 
drafted that would prevent the Surgeon General making an inter- 
agency arrangement with the FHA. 

Mr. Petxy. I thank you for that suggestion, because I think that 
possibly might be worked out. 

Mr. Breiner. That seems to me, Mr. Pelly, also to be an answer, 
because certainly the experience which the Surgeon General’s Office 
has accumulated in dealing with the Hill-Burton Act would be very 
pertinent to the type of operation that is contemplated by H. R. 7700. 
If you had an interagency agreement, then you could get the eiriabelie 
of negotiating loans, which the FHA would have at its command. 

Mr. Petry. That is all I have, Mr. Chairman. 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesexron. I want to also commend both of you for the very 
intelligent and helpful way in which you have analyzed these ques- 
tions before the committee and for giving us the benefit of suggestions 
that you thought were worthy of consideration. 

Specifically I was interested particularly in your statement: 

We are of the opinion that, if enacted, this bill would encourage private lend- 
ing institutions to provide funds to voluntary associations, including coopera- 
tives and labor unions. 

While it is very helpful to have that opinion, I wonder if you could 
spell it out perhaps a little bit more in terms of actual experience— 
and I take it that you know of such groups that have been either 
successful or unsuccessful. 

I think it would be particularly useful to have in the record some 
instances at least. I do not ask you to do that now, if your prefer to 
submit for the record instances so we can use them in the considera- 
tion of the bills. 

Mr. CrurksHank. I could cite one just off the top of my mind, Mr. 
Heselton. 

In Chicago we have been in consultation for a period now of 18 
months with a group there, with the Building Service employees. It 
is a group, the old name of which was the Flat Janitors’ Group, which 
is a group representative of some twenty or thirty thousand in that 
area of the people who could properly be described as characteristic 
of the most needy groups in the area—charwomen, janitors, watch- 
men—generally low paid unskilled people. Many of them are older 
people that are working maybe part time as watchmen and so forth. 


PUBLIC HEALTH SERVICE ACT 99 


Now, they employed some 2 years ago the services of a full-time 
doc tor: they were so interested in meeting the medical needs of their 
people. 

It is not a rich union. It is not one that its dues are high, because 
of the nature of their employment. 

This doctor has been exploring various possibilities in the city of 
Chicago, but he is up against a kind of a vicious circle, in a way. He 

can mi ake ¢ arrange ments with other members of the medical profession 
to join a group service clinic, but until he has a place for them to oper- 
ate from, he cannot go very well to his membership and ask for this 
additional cost or initiate a bargaining with the employers, where they 
share the cost of it; and yet he cannot get his plan going until he gets 
a place to operate, and he cannot get a place to operate until he gets 
his program going. 

And, something like this, where he has a membership and would be 
able to get financial help, would help him. 

Now, I cannot be precise about the probable critical question here 
as to what approach if any he has made to private lending institu- 
tions, but I am sure that the whole experience of private lending insti- 
tutions with respect to loans to hospitals, is that they are very reluct- 
ant—in terms, of course, of protecting their investments for their de- 
positors, which naturally is their first responsibility—they have been 
very reluctant to underwrite an enterprise of this kind. 

L know that they have looked at a number of facilities in the city 
of Chicago that they could purchase, but they are up against a consid- 
erable capital outlay. It has to be downtown where all of these flat 
janitors and charwomen and all, can be convenient to them, and yet 
downtown facilities in the city of Chicago are at a price which you 
can well imagine. 

So, they have been for a year or more up against that situation, and 
I think that if they had an underwriting of the risk of a loan of this 
kind, that they could get over this hump, and once they got over that, 
they would be a going concern. 

Mr. Heseiron. I think that is very helpful, and if either of you feel 
that it would be useful to give us additional statements, coming out of 
your experience, it would be very beneficial to the committee. 

Mr. Bremiiier. Mr. Chairman, may I add something ? 

The CHarrMan. Yes. 

Mr. Bremiuxer. I would like to add one more plan, and then we will 
attempt to give you some more infor mation. 

So that some one might not jocularly say that I want to be a show- 
man. before I make this statement I want to add that I am now a regis- 
tered voter in the State of Maryland. 

But, there is a plan underway in the city of Milwaukee, that is run- 
ning up against exactly the same prob lem that the Chicago group 
which Mr. Cruikshank has described is experienc ing. Itisa plan that 
has now been approved by the State of Wisconsin Department of In- 

surance. They are up against exactly the same problem, that they 
have got to get a big medical clinic established in downtown Mil- 
waukee. I will leave with the ae ra piece of literature describing 
that group, and then we will get some other information of like nature. 
Mr. Hesevron. Thank you very much. 
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(The matter referred to is as follows :) 


ANNOUNCING THE COOPERATIVE HEALTH INSURANCE PLAN (CHIP) 
OF MILWAUKEE, INC. 


Chartered and incorporated under the laws of the State of Wisconsin, approved 
by the State of Wisconsin Department of Insurance—a nonprofit corpora- 
tion organized pursuant to section 185.25 to 185.35 of the Wisconsin Statutes. 
Date of incorporation: February 1, 1954. 


Compare CHIP coverage with any other medical plan. CHIP’S comprehen- 
sive medical care combined with hospitalization insurance, gives you and your 
family true medical security—the most complete protection available. 


CHIP PAYS FOR EVERY MEDICAL NEED 


CHIP pays all the doctor bills, not just part of them. 

Existing medical and surgical plans provide too little for most people and 
are too late for many. CHIP, however, gives you every medical attention 
whenever you need it. You need never worry about doctor's bills again. 

How is this possible? CHIP is prepaid all-inclusive care under private 
physicians, paid for in advance, provided by two medical groups. You choose 
a personal family physician from one of these groups. Specialists in 12 dif- 
ferent fields of medicine and surgery work with him. 

You get diagnosis and treatment in your home, in doctors’ offices, in the medical 
center of your choice, in hospitals. From a commen cold to the most com- 
plicated and delicate surgery, CHIP gives you comprehensive coverage. 

Here’s what CHIP does for you: 

1. Keeps sickness form wiping out your lifetime savings. 

2. Catches disease in early stages, actually prevents medical disaster. 
Gives you a family doctor of your own choice to visit at any time. 

4. Provides a staff of specialists, latest equipment, and highest quality service 
to keep you well. 

5. Look at the services pictured around this page. Where could you get all 
this anywhere else? 

There is no small print in the CHIP plan. The only medical conditions that 
CHIP doctors are not responsible for are drug addiction and acute alcoholism. 
Nor does CHIP duplicate protection that is already provided by the Veterans’ 
Administration, workmen’s compensation and care that is given free of charge 
by State and county institutions, such as tuberculosis care at Muirdale Sani- 
torium. In addition, CHIP does not provide such things as artificial limbs, 
eyeglasses, etc., although the doctor’s services in prescribing and fitting such 
appliances are included. 

Furthermore, some hospitals supply certain services, such as anesthesia, which 
are usually covered by hospital insurance, and are therefore not duplicated by 
CHIP. 

CHIP will provide drugs and prescriptions at cost. 

Figured on a 40-hour-week basis, the cost of CHIP is approximately 2 cents 
an hour for single person; 4 cents an hour for married couple; 6 cents an hour 
for the family. 

Shared with your employer, the price of a package of cigarettes per day 
means you will never have to worry about doctor bills again. 

Approximately what does it cost per month? Single person, regardless of 
age, $3.56; married couple, regardless of age, $7.12; family, including all chil- 
dren under 18, $10.68. Plus the cost of good hospital insurance to pay hospital 
room and board, nursing and other services while in a hospital, ete. 

The cost of medical help is predictable—the price of sickness is not. 

Probably 50.000 Milwaukee families had to pay from 10 percent to over 100 
percent of their income on hospital and doctor bills last year. Average cost 
$252 or $21 per month. 

When a plan like CHIP comes along, you want to learn everything possible 
about it: in fact, you want to be prepared to fight for it. Here are some basic 
facts 

Who owns CHIP? You, the subscriber: CHIP is a cooperative. 

Who controls CHIP? Your annually elected representatives serving as its 
board of directors. 

Who operates CHIP? The board of directors on business policy and a medi- 
cal control board on medical policy. 
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Who selects the doctors? You select your family doctor from doctors care 
fully screened by the medical control board. 

When dol join? Atanytime. CanIquit? Yes, at any time. 

How do I join up? As a member of a group of 10 or more—see your group 
leader—discuss it at membership meetings 

Is there a membership fee? Yes, $3 lifetime membership fee per individual 
or family. 

Is there a surgical fee schedule? No, the entire cost is paid out of CHIP 
premiums. 

Are there life insurance, disability payments, etc? No. 

May I select outside doctors? Yes, at their regular private rates which you 
must pay. 

Is CHIP supervised? Yes, by the Wisconsin State Department of Insurance 

No limitations on age or amount of service. 

All preexisting conditions are cared for. 

No waiting periods. 

The Cuarrman. Are there any further questions, gentlemen ? 

Mr. Hesevron. Let me ask for the record, if they have had difficulty 
in raising capital in this instance, this group that you speak of; have 
they had difficulty in raising capital ? 

Mr. Bremer. Yes, sir; precise ‘ly the same trouble; they have the 
same problems 

The CuHarrman. Are there any further questions, gentlemen? If 
not, we thank you, Mr. Biemiller and Mr. Cruikshank, for your con- 
tinued interest and assistance in this health legislation. 

Mr. CrurksHank. Thank you, Mr. Chairman. We will cooperate 
to the best of our ability. 


STATEMENT OF HENRY J. KAISER, ACCOMPANIED BY DR. SIDNEY 
R. GARFIELD, EXECUTIVE DIRECTOR, KAISER FOUNDATION, 
OAKLAND, CALIF. 


The Cuatrman. Our next witness will be Mr. Henry J. Kaiser, 
industrialist, builder and—not least—founder of medical center pro- 
grams. He has been invited by our committee to testify today on 
H. R. 7700. 

We apreciate the willingness of Mr. Kaiser to take the time out of 
a very busy life to be present and testify. 

It is worthy to note that there is now - ing observed the 40th anni- 
versary of the founding of the Henry J. Kaiser “family” of indus- 
tries—that just 40 years ago Mr. Kaiser ests ablished his first company. 
It is a saga of American enterprise how Henry Kaiser has rallied the 
energy and intelligence of tens of thousands of Americans on a team- 
work basis and, time and time again, has accomplished what had been 
called impossible. ‘ 

Our of all the achievements which have caused Mr. Kaiser’s career 
frequently to be called one of America’s greatest success stories, none 
of his activities has been as close to his heart as the nonprofit Kaiser 
Foundation’s services in the field of people’s health. Members of 
this committee learned this when he responded to our request and 
generously came across the country in January to give us the benefit 
of his long experiences in the economics of medical care. 

We were particularly impressed with Mr. Kaiser’s testimony, be- 
cause it was not based on mere theories, but on facts, facts developed 
from the operation of a voluntary health program that has been 
thoroughly tested out over a period of more than 20 years and has 
proved to be an outstanding success. 
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The Kaiser Foundation health plan has grown rapidly. Compre- 
hensive prepaid medical and hospital care is now provided to approx- 
imately 450,000 Kaiser Foundation health plan members, primarily 
made up of the general public, since less than 5 percent of the members 
are Kaiser employees. They are served by hundreds of doctors and 
35 medical centers, hospitals, and rehabilitation centers on the Pacific 
Coast. 

A service of this magnitude that has met such tremendous response 
on the part of people naturally gives importance to the counsel we 
seek from Mr. Kaiser today on H. R. 7700. 

I would like the committee to know that Mr. Kaiser is present 
today, although it necessitated a return from Honolulu. So that when 
he made that trip from Honolulu to be present at his committee, to 
give it the benefit of his testimony, he certainly was evidencing, in a 
very substantial way, his very great interest in the work of the com- 
mittee and in this legislaion which is now before us. 

Mr. Kaiser. 

Mr. Kaiser. Mr. Chairman and gentlemen of the committee, I will 
read this statement rather rapidly, because there are some important 
questions that have been up that I would like to discuss with you. 

First, I want to express my hearfelt conviction that the American 
people can be exceedingly grateful to your committee. You have 
worked tirelessly and earnestly endeavoring to find solutions to the 
health needs of our people. 

You are grappling with the problems of health that directly affect 
American families and individual citizens in more intimate human 
terms than almost any question confronting the country. 

You have not been dismayed by the defeatists—those whom your 
chairman has aptly called “the advocates of do-nothing” who fail to 
recognize the needs of the people. Nor have you succumbed to the 
temptation of insisting upon nothing less than a cure-all solution to, 
the Nation’s medical care problems—a temptation that also leads to 
inaction. You have been seeking effective, step-by-step solutions to 
these problems, rather than demanding immediate panaceas. 

In this search, your hearings have developed a wealth of significant 
information which, in your capable hands, will, I believe, lead to sub- 
stantial constructive action in stimulating the forces of free enterprise 
to bring more and better medical care to far greater numbers of our 
people at costs they can afford to pay. 

It has been a great privilege for us to come across the country to 
testify again at your committee’s invitation, because we desire to be 
of any and all possible assistance to your important work. We are 
particularly happy to be invited to express our views on H. R. 7700— 
the bill you are now considering. 





ENDORSEMENT OF H. R. 7700 


We wholeheartedly endorse H. R. 7700, the medical facilities insur- 
ance bill introduced by Chairman Wolverton. 

Of course, this legislation has not been advanced as the answer to 
all the manifold health problems of the Nation, such as the shortages 
of medical and allied personnel, inadequate public-health programs 
in many parts of the country, or the problems involved in increasing 
the opportunities for more intensive research in the prevention and 
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cure of the chronic diseases. Also H. R. 7700 undoubtedly will be im- 
proved upon as to its details through suggestions for revisions being 
received and reviewed by your committee. 

Enactment of H. R. 7700, in my judgment, will prove to be one of 
the most constructive steps that this Congress could take toward stimu- 
lating private initiative answers to health needs of the American 
people. 

H. R. 7700 can open the way for many millions of our people to 
obtain voluntary, comprehensive, prepayment health plan protection 
that they can afford. 

It will enable thousands of doctors throughout the country to obtain 
necessary modern facilities and to provide their patients the highest 
form of teamwork medicine. 

H. R. 7700 can stimulate the investment of enormous sums of pri 
vate capital in the building of entirely self-supporting medical cen 
ters, hospitals, diagnostic and treatment clinics, and other medical 
facilities—without subsidies, without Government control, and with 
out lay interference in the practice of medicine. 


THE NEEDS AND DEMANDS FOR COMPREHENSIVE HEALTH COVERAGE 


Spokesmen for millions upon millions of our people have testified 
before your committee concerning the overwhelming need and desire 
of the people to cover a much larger portion of their doctor and hos- 
pital bills by the prepayment method. 

Chairman Wolverton’s H. R. 7700 is specifically designed to 
broaden and extend voluntary health coverage. The importance of 
this objective can be pointed up by the 1952 statement of the then- 
president of the American Medical Association : 

Voluntary prepayment plans are the medical profession’s greatest bulwark 
against socialization of medicine. 

The fact that literally an avalanche of people are turning to one or 
another form of health insurance has been well demonstrated by 
statistics presented to your committee on the phenomenal growth of 
membership in prepayment plans. The country is now approaching 
the 100-million mark in the number of people who have some prepaid 
protection against hospital costs. 

Yet, Mrs. Hobby and her staff of the Department of Health, Educa- 
tion, and Welfare have told you: 

Despite the progress, it is evident that many of the needs are not being met. 
Major long-term illness can become a financial catastrophe for many American 
families. * * * In many cases, the coverage now offered through voluntary in 
surance is extremely limited. * * * Only about 17 percent of the total amount of 
private expenditures for medical care was paid for by some form of insurance 


in 1952. 
The most startling fact presented by Mrs. Hobby’s staff is that 
only— 
about 3 percent of the population 
only about 3 percent of the population— 
is covered for comprehensive medical care. 


The ground swell of public demand throughout the land today is 
for comprehensive coverage that provides people both preventive 
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medical attention and protection against the staggering costs of pro- 
longed illnesses. 

As yet the doctors, hospitals, and prepayment health plans of this 
country have barely scratched the surface of providing, on a prepay- 
ment basis, the full extent of the medical care which can be supplied 
through the voluntary, self-supporting health plans. 

The vision of the gigantic opportunities for the free enterprise of 
the medical profession, hospitals and health plans to meet the people’s 
needs is seen by President. Eisenhower, who said in his special January 
18 message to Congress that voluntary health insurance plans 
can reach many more people and provide better and broader bene‘its. They 
should be encouraged and helped to do so 

H. R. 7700 would materially assist in accomplishing these objectives 
of “better and broader benefits” for more ReCEN. 

To illustrate these points, where voluntary, group practice prepay- 
ment plans have been started—plans which provide comprehensive 
medical care services at re saad cost—popular demand for such 
services has exceeded the capacity of existing facilities to meet the 
demand. For example, the Kaiser Foundation health plan in 
northern and southern California has had to close down its enrollment 
of new applicants for membership from time to time until additional 
facilities could be financed and built. 

A great contribution of H. R. 7700 is that it will accelerate the crea- 
tion, growth, and development of comprehensive health service plans 
throughout the country by stimulating the provision of necessary 
hospital and related facilities. 


THE VAST SHORTAGE OF MEDICAL FACILITIES THAT H. R. 7700 CAN HELP 
MEET THROUGH STIMULATION OF PRIVATE INVESTMENTS 


In trying to be as helpful as possible to your committee’s work for 
improving the Nation’s health, my associates and T in the Kaiser 
Foundation health program have studied the challenging facts you 
have assembled concerning the enormous shortages of hospital beds 
and unfilled needs for new diagnostic and treatment centers, as well as 
allied facilities. 

We personally went also to the offices of the Health, Education, and 
Welfare Department and its Division of Hospital Facilities of the 
Public Health Service and we have been deeply impressed by the 
reports they have presented to you. H. R. 7700 is aimed directly at 
helping fill part of the critical needs for facilities shown by these 
official facts and figures, and I refer specifically to the following: 

The Nation is short 848,678 hospital beds of all categories, according 
to the surveys conducted by all the State hospital authorities. (Hear- 
aes before Committee on Interstate me Foreign Commerce on H. R. 

, February 4 and 5, 1954, table p. 61 

fm general hospit: al beds alone, the N ! ‘ation as a whole is reported 
short by 31 percent, with substantial variations among different areas. 

The expenditure of more than $100 million a year is declared 
required merely to replace general hospitals that have been classed as 
firetraps and as hazards to health and safety. 

The construction of more than $180 million a year of general hos- 
pitals is reported needed just to keep up with the growth in population. 
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President Eisenhower (President Eisenhower's health message to 
Congress, January 18, 1954) and Mrs. Hobby have told the Congress 
that conservatively the Nation needs more than a half million addi 
tional hospital beds. 

The cost of needed additional hospital beds is placed even under 
these most conservative estimates at more than $8 billion. 

I just want to say in passing that this information we received was 
received from the Department. We went there and I spent nearly a 
whole day there with the men going through their plans and thei 
records and their statistics as to the cost of needed and additional 
hospital beds. 

As you have been confronted by the magnitude of the deficits in the 
country s health facilities and existing services, you no doubt have 
been deeply concerned over the problems at every turn. Now I see our 
health problems as opportunities. In fact, it has always been my 
philosophy that problems are opportunities in work clothes. 

I see no reason why the billions that must be raised for needed 
hospitals have to come solely from taxes and charitable contributions. 
The Wolverton bill, H. R. 7700, opens up some stirring opportunities 
for additional effective solutions to this problem. 

There are the opportunities for private capital, uncer the stimulus 

f Federal insurance of loans, to be generated in steadily increasing 
millions to build medical facilities on a completely self-liquidating 
basis 

There are the opportunities open up for medical centers and other 
facilities to be financed ona fully self supporting basis. 

There are the opportunities for doctors, who desire, but up to now 
have been unable to do so, to avail themselves of the advantages of the 
highest form of teamwork practice and, at the same time, to prov ide 
their patients more high quality medical care within the patients’ 
means. 

Against the Nation’s current estimated need for construction of $8 
billion worth of hospitals, it should be emphasized that H. R. 7700 is 
directly designed to encourage the flow of private financing into facili- 
ties that meet the tests of soundness and of ability to repay the insured 
loans. It would not and should not provide insurance of loans for 
facilities which must of necessity depend upon taxes or subsidies. 

Up to now private financing for hospitals has been extremely limited 
by the understandable reluctance of banks and insurance companies to 
loan on them. And you have ample evidence before this committee as 
of this morning that that is true. 

H. R. 7700 recognizes that there is an import: int, though almost un 
touched field for the sound extension of private capital for medical 
facilities which can stand on their own feet financially. To the extent 
that the Government insurance of loans stimulates private investment 
in medical facilities, it will take a burden off the taxpayers and part of 
the drain off hard-pressed charities and philanthropy. We believe 
that an increasing portion of needed medical facilities can be pri- 
vately financed on a self-sustaining basis, under the stimulus of the 
Wolverton bill. 

A major need for which H. R. 7700 proposes to stimulate investment 
of private moneys is for diagnostic and treatment facilities. 
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Mrs. Hobby has testified—hearings before the House Committee on 
Interstate and Foreign Commerce, ‘F ebruary 4 and 5, 1954, page 19: 

A diagnostic and treatment center is a facility in which a number of medical 
specialists and technicians operate as a team. It is a well-recognized fact— 
said she— 
that the team approach results in earlier diagnosis and better treatment for the 
patient. The full extent of the need for diagnostic and treatment centers is 
unknown. 

A significant and hopeful trend is taking place in the building of 
doctors’ offices and outpatient clinies in connection with hospitals. 
The Commission on the Financing of Hospital Care has pointed out 
the importance of utilizing outpatient services as much as possible. 
Visits by amulatory patients to doctors often make their admission to 
costly hospital care unnecessary. The practice of preventive medi- 
cine—early diagnosis and early detection of disease—can cut the 
public’s health bills and at the same time assure the people much better 
health. 

H. R. 7700 can make an invaluable contribution by helping make 
possible diagnostic and treatment centers, operated exclusively and 
independently by local doctors in every community. They would be 
good business for the doctors; they would readily pay for themselves, 
and most important of all, the patients would get a great dividend 
of better care, reasonable costs and healthier lives. 


INSURANCE OF PRIVATE LOANS ON A SOUND BASIS 


The Government’s role under H. R. 7700 would be the well-estab- 
lished and eminently successful role of insuring private loans by banks, 
insurance companies, and other private lending institutions for con- 
struction of financially sound medical and hospital facilities. This is 
a true American private-enterprise way. 

Various large lending institutions with which we have discussed 
this type of insured mortgage loan have indicated they would be will- 
ing to make such loans upon presentation of facts which clearly sup- 
port the financial soundness of proposed medical facility projects. 

The bill spells out that the only ones eligible for insured loans 
are those approved as responsible and able to repay the obligations 
for facilities. 

Certainly the banks and insurance companies will exercise their 
high standards of prudent judgment and factfinding to ascertain to 
the maximum the responsibility of borrowers and their projects. It 
has been amply proved over the years that Government insurance 

or guaranties of loans does not result in lending institutions relaxing 
their credit standards. They have their own standing and reputa- 
tion for soundness to safeguard. 

Moreover, severe penalties are imposed upon a lending institution 
granting an unsound insured loan. Under this bill, the lender in 
such cases would receive a low rate of interest—and no banker is 
interested in low rates of interest—and would have to wait 10 years 
to obtain full repayment of a defaulted balance. 

You well know the remarkable record of the Nation’s financial 
institutions in the tremendously successful insured-loan programs of 
generating billions of dollars of private capital for homes for mil- 
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lions of American families; houses, businesses, and farms for vet- 
erans, and defense emergency factories built by private industries. 
H. R. 7700 would extend for medical facilities this same insurance 
principle that has worked so effectively in the programs of the Fed- 
eral Housing Administration for home building; the Veterans’ Ad- 
ministration for veterans’ small businesses, homes, and farms; and 
the Federal Reserve Board’s work with V-loans. 

The expenditures for the mortgage-insurance program provided by 
Chairman Wolverton’s bill would be paid out of the premiums col- 
lected for such insurance. It is pertinent to note that under FHA- 
type loans, the Government never has had to pay out any public funds 
for losses incurred. As a matter of fact, the FHA has shown a 45- 
percent surplus of fees and premiums received above all expenses 
and losses. Here are the figures: 


FH A—From Inception Through June 30, 1958 


Income: Fees, premiums, interest, dividends, ete________ ovine Stem Ota, Sle 

Expenses : 
Operating, etc 
iO SERRE aE Pees oe 
Losses and chargeoffs___.__- 
Reserve for possible losses_— 





Total expenses .____-- slit cceaitdnadeaia ha catia riba des | Qe i 


Net income above expenses___-_~ iitblninnshies Caen 


A major purpose of Federal mortgage insurance is to provide a 
reasonable trial period to demonstrate to private lending institu- 
tions that certain publicly desirable facilities can and should be 
financed on a normal commercial basis. Thus FHA-type loans 
started a housing boom, and financial institutions have invested more 
than $23,600 million through insured loans in the building of about 
4 million dwelling units. Financial institutions likewise have in- 
vested $20,600 million under Veteran’s Administration insured loans 
in 3,290,000 units of veterans’ businesses, farms, and homes. The 
insurance provided the assurances and underlying stability which 
brought forth huge amounts of private capital. 

Similarly, some additional experience with the financing of medical 
and hospital facilities organized to operate on a completely self-sup- 
saatiinar ania is necessary to convince private lending institutions that 
they can be financed on a normal commercial basis. This is a de- 
sirable Government objective and is the function of H. R. 7700. 

As an illustration, the banks would not initially finance the con- 
struction of hospitals by the Kaiser Foundation without a private 
Kaiser guaranty. Now, as the result of experience with a number of 
Kaiser Foundation hospitals, they are lending an additional new hos- 
pitals without any guaranty. 

Already there are approximately 630 groups of doctors success- 
fully operating around the United States today, numbers of them 
already possessing clinics and anxious to build their own hospitals or 
other needed facilities. They would be well qualified as applicants 
for loans under H. R. 7700 to expand diagnostic and treatment centers 
and build new hospitals. 
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Certain outstanding leaders of the medical profession have testi- 
fied that, in, their firm opinion, hundreds of new groups of doctors 
would establish group practice, voluntary prepayment health service 
plans if long-term financing for necessary facilities were made 
available to them. 

If the sole accomplishment of the Wolverton bill were to release 
hundreds of millions of dollars of private capital, not now obtainable, 
to help build needed medical facilities, that would be a lasting service 
to the people. Yet the purposes and potentialities are even greater. 


MODERN MEDICINE FOR MILLIONS OF AMERICANS 


H. R. 7700 is designed to provide facilities for the modern practice 
of medicine on a teamwork basis. 

In facilities financed through insured loans, doctors representing 
general practice and the major specialties can practice the highest 
form of group teamwork medicine—in modern facilities with mod- 
ern equipment—to the end that the full use of advanced medical skills 
is made available for the prevention and treatment of disease. 

However, modern medicine practiced in modern facilities is still 
not an adequate answer to the vast majority of our fellow citizens 
who today auxiously ask “What will _happen if serious illness or a 
costly operation hits me or my family ?” 

Modern medicine pri acticed in modern facilities must be brought 
within the financial means of the people. For this reason, a funda- 
imental element of H. R. 7700 is the combination of prepayment with 
the principles of group practice in integrated hospital and outpatient 
medical centers, where major emphasis is placed on preventive 
medicine. 

Through prepayment, the well help pay for the sick and payment 
for medical services is budgeted in an orderly fashion. 

Through group practice in integrated hospital and medical facil- 
ities, great economies are achieved in eliminating duplication of over- 
head expenses, duplication of equipment and auxiliar vy personnel, and 
in the elimination of unnecessary hospitalization where outpatient 
services are available and are medically indicated. 

Preventive medical services serve not only to prevent disease, 
arrest it in its early stages, or bring it under effective control, but 
also serve to keep the costs of medical care down, since it is much 
more costly to provide services for the treatment of disease in its 
advanced stages. Also, preventive medical services are the major 
weapons in our attack upon the chronic diseases. 

These elements—prepayment; group practice; well-planned inte- 
grated hospital and medical facilities; and preventive medical care 
which I described at some length in my earlier appearance before 
this committee on January 11—comprise the new economics of medi- 
calcare. These elements are not untried nor untested. 

In all parts of the country, these principles have been tested during 
the past two decades and longer. Groups of physicians practice on 
a teamwork basis in the M: ayo C linie, the Crile Clinic, the Leahy Clinic, 
and in university hospitals, like Johns Hopkins, and in hundreds of 
medical- group clinics. 

Prepayment is a well-established principle familiar to us all. 
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The advantages of well-planned, integrated facilities are well 
known not only in medicine, but in all phases of industrial and com- 
mercial enterprise. 

Emphasis upon disease prevention and the development of preven- 
tive medical services have been principal objectives of the leaders 
in the field of medicine and public health for many decades. 

The fusing of these elements in group practice health service pre- 
payment plans have been described to you by Dr. Russell V. Lee, 
Palo Alto Clinic: Dr. Clitford H. Loos, of the Ross-Loos Clinic; 
Dr. George Baehr, of the Health Insurance Plan of Greater New 
York; and, in addition to ourselves, by other witnesses who have come 
before this committee. The spread of these tried and tested elements 
by other groups throughout the country will be a basic development 
out of H. R. 7700. The insured loans will remove the major ob 
stacle—that is, the lack of funds for long-term financing of the neces 

sary hospital and related fac ilities—the obstacle standing in the w: ay 
of the re apid growth and development of the new economics of medic: al 
care, 

H. R. 7700 rejects the idea that the best medical care has to be lim- 
ited to the well-to-do; rejects the idea that modern advances in the 
technique of disease prevention and cure have become so expensive 
that only the few, not the many, can realize their benefits 

This, unfortunately, has been true where outmoded, inefficient or- 
ganization of services and facilities has not kept pace with the great 
scientific advances in medicine. In fact, this is the fundamental para 
dox of medical care in the United States today—20th century medi- 
cal knowledge, skills and technique and ancient form of organization 
of medical services. The new economics of medical care embodied 
within the Wolverton bill makes it eminently practical for the full 
and comprehensive benefits of 20th century medical knowledge, skill 
and technique to be brought within the means of the people to pay 
for it. 

Spokesmen for million upon millions of Americans are demanding 
that the people be afforded the advantages of modern medical science 
with all its wonderful skills for preserving health, saving lives and 
extending the life span. But outdated, disorganized, topsy-turvy 
forms of supplying medical services nullify and deny to too many 
people the advances of modern medical science. 

Those people who live in areas where group practice prepayment 
plans are operating can enjoy the advantages of modern, comprehen- 
sive medical care services at costs within the means of the average 
person. Many millions of our citizens who do not now have access to 
group practice prepayment plan membership, would be given this 
opportunity, however, through the enactment of H. R. 7700. 

Much has been said and written about so-called free choice in dis- 
cussions of the changing pattern of medical economics. It is signifi- 
cant to point out that in these discussions of free choice, little if any 
attention is given to the basic fact that many millions of our people 
are not afforded real freedom of choice 

The tardiness in bringing the organization of health services up to 
20th century standards is the basic threat to free choice in medical 
care today. 


47892—54 S 
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There is no real freedom of choice where millions of people are cut 
off from adequate medical care, because the inherent weaknesses of 
the fee-for-every-service system, with its costly, helter-skelter dis- 
organization, result in prohibiting doctor and hospital bills. 

There is no real freedom of choice where tens of thousands of physi- 
cians have to diagnose or treat their patients to a greater or lesser 
extent in accordance with the patients’ ability to pay rather than 
solely on the basis of the medical needs of the patients. 

There is no real freedom of choice when tens of millions of people 
in this country do not have the opportunity to choose, if they so desire, 
modern, group practice, prepaid, comprehensive medical care with its 
many great advantages. 

There is no real freedom of choice when the overwhelming majority 
of physicians in this country lack the opportunity to practice on a 
teamwork basis in modern well-planned facilities, because of their 
inability to obtain long-term financing for such facilities. 

H. R. 7700, if enac ted, would constitute the greatest stimulus to real 
freedom of choice in medicine today. It would give millions of peo- 
ple throughout the country the freedom of choosing group practice 
prepaid comprehensive medical care, if they so desired. It would 
give all physicians the freedom of choosing group practice, if they 
so desire. 

The health organizations which we represent wholeheartedly sup- 
port the principle of freedom of choice. It is our fundamental belief 
that the people of this country must have this right to free choice. 
The millions of persons who desire to obt: ain their care on a prepaid 
basis from physicians practicing as a team in a modern well-planned 
integrated facilities must have this right to obtain such care. I know 
of no more effective way of accomplishing the objective of promoting 
real freedom of choice in medical care than through the enactment of 
H. R. 7700. 

In conclusion, I deeply appreciate this opportunity to state our 
views on H. R. 7700. As you see, we give our unqualified endorsement 
to this bill 

Because it will assist in filling the critical need for additional hos- 
pital and medical facilities; 

Because it will accomplish this purpose through the enlistment of 
the forces of private enterprise and private capital ; 

Because it will afford thousands of doctors of the country the op- 
portunity to practice modern medicine on a teamwork basis; 

And because it will open up to many millions of our citizens the 
opportunity of obtaining comprehensive, modern medical-care serv- 
ices at reasonable cost. 

Now, there was a question brought up by one of your committee 
during the testimony of Mr. Cruikshank and Mr. Biemiller, the 
question of whether the administration of the program should be 
vested in the Surgeon General. That question has been brought up 
before and I would like to offer my comments on it at this time. 

Apparently, the administration of H. R. 7700 was vested in the 
Surgeon General of the Public Health Service because of the basic 
health- -program features of the bill and, specifically, to permit coor- 
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dination with Public Health Service programs in the hospital facilities 
field. 

Section 705(b) of the bill provides for other financially experienced 
agencies of the Government to be utilized, as follows: 

“Tn carrying out his functions, the Surgeon General is authorized, 
pursuant to agreement between the Secretary of Health, Education, 
and Welfare and the Federal Reserve Board, or the head of any other 
Federal agency, to utilize the services and facilities of the Federal 
Reserve banks or such other agency, and to pay therefor either in 
advance or by way of reimbursement, as may be provided in such 
agreement.” 

Thus the Federal Reserve Board’s services may be used to handle 
financial aspects of insured mortgage loans, and it is well known the 
important role in the insured load field that has been carried out by 
the Federal Reserve in past V-loan programs. 

The Federal Housing Administration, moreover, could be named 
the agency to administer the financial details of an insured mortgage 
program for medical facilities. FHA already has offices throughout 
the country, staffed with experts familiar with the insurance program 
and local mortgage requirements. 

Now, here is a possible revision—and I submit it for your consider- 
ation—of that section : 

The Surgeon General shall carry out his functions as provided herein under 
the supervision and direction of the Secretary of Health, Education, and Welfare. 
Except for the functions specified in section 706 (d) and 708, the Surgeon 
General shall delegate all functions under the act which the Secretary of Health, 
Education, and Welfare determines can be better performed by the Federal 
Housing Administration, the Federal Reserve Board, or by some other Federal 
agency. Where functions are so delegated by the Surgeon General, the Surgeon 
General is authorized to pay for the services provided by other government 
agencies either in advance or by way of reimbursement. 

In that way, you tie the responsibility of both, we feel, into the act, 
and give a lower cost administration. 

Now, there has been brought up also a question in connection with 
this same question. I have heard these from various individuals and 
at various times, and we have given thought to the very suggestions 
that we have heard, by not only members of the Department, but by 
others, and that includes this question, the question of whether 60 
percent should be available to, and must be made available to group 
practice members. That question has been brought up here quite 
consistently. I think it was brought up several times recently by the 
witnesses. My comment on this question is, evidently the purposes 
of 706 (d) of the Wolverton bill requiring that the applicant make 
at least 60 percent of the facility available to serve subscribers to 
group practice prepayment health service plans clearly was to make 
sure that the hospital would be operated on a self-sustaining basis 
which would generate sufficient funds to repay the mortgage loan. 

H. R. 7700 does not preclude any group or organization desiring to 
finance, build, and operate such a facility from obt: aining an insured 
loan. Section 706 (a) (4) of the bill authorizes insurance of mort- 
gages covering eae held or to be held by a nonprofit private 
agency, a health service association, or any other group, partnership, 

- association of physicians “or any other organization or individual 
tar use as a medical facility.” 
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However, if the limitation that facilities shall be 60 percent avail- 
able to members of group practice prepayment plans is deemed by 
your committee to be a serious restriction, this limitation could be 
removed. 

The bill could readily be amended so that sound insured mortgage 
loans could be made to other borrowers, such as industrial firms, 
unions, universities, and religious bodies, who are fully capable of 
servicing the loan even though the facility is not operated on a group 
practice prepayment basis or even on a group practice basis. 

This could very readily be left, of course, to the banks who could 
determine the soundness of any loan. A suggested revision to accom- 
plish this purpose is as follows: 


No mortgage shall be accepted for insurance under this title unless (a) the 
nortgagee certifies and the Surgeon General finds on the basis of the informa- 
tion supplied by the mortgagor and such other information as may be available 


to the mortgagee and to the Surgeon General, that the mortgagor’s plans for 
operating the medical facility are sound, in that the facility will be operated 
on a basis that provides satisfactory assurances of adequate servicing of the 
mortgage and continued adequate maintenance of the medical facility out of 
revenue to be derived from the health service contracts with voluntary prepay- 
ment plans, from fees for services rendered, or from other adequate and con 
tinuing sources of revenue; and (b) the Surgeon General finds upon the basis 
of the information supplied by the mortgagor and such other information as 
may be available to the Surgeon General, that the plans for operating the medi- 
cal facility will promote the extension of voluntary prepayment health plans 
under which comprehensive health services can be provided to the people. 

This 
the objections that have been made he re by others of the 60-percent 
clause in section 706 (d). That is merely for your consideration. 

We have devoted much study to H. R. 7700, and IT am prepared 
to answer any questions you may have, Mr. Chairman, and I would 
be glad now to answer any. 

‘The CuatrmMan. Mr. Kaiser, you have made a very real contribution 
to the work of this committee, not only in the statement which you 
have made this morning which gives the basic reasons for legislation 
of this character, but also as a result of the help that you have already 
given to the chairman in the drawing of this particular piece of legis- 
lation. I wish to acknowledge my indebtedness to you and your or- 
ganization for the help that you have been in that respect. 

Are there any questions, gentlemen ? 

Mr. Dolliver. 

Mr. Dotiiver. Mr. Chairman, [ join with you in complimenting 
Mr. Kaiser about his fine statement. We realize, of course, the very 
fine work that has been done in your organization in this field. Its ex- 
pansion in different parts of the country seems to be a very desirable 
objective. 

Now in order that we may fully understand and the record may 
show the basis of your organization, is it correct to say that the various 
hospitals illustrated here in these fine photographs in the com- 
mittee room were erected by bank money guaranteed by the Kaiser 
organization ? 

Mr. Katser. They were originally guaranteed by the Kaiser organ- 
ization some many, many years ago. To answer you properly, I went 
to the banks and asked if they “woul | finance the hospitals that we 
wanted to build: we had started on them individu: illy or collectively, 
but we wanted a greater growth. And the banker said to me, “Henry, 
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I am a director of three hospitals already, and they are all in a defic 
and losing, and you could not really ask me to loan ne what I 
know about hospitals.” And he made quite a case of it in addition to 
saying, “I don’t think you should be messing with t I think you 
should take my advice because I have had experience. These hospitals 
lose money.” 

And I said, “Well, would you loan the money in spite of what you 
say’ I respect your judgment, but would you loan the money if I 
personally guaranteed it ?” 

“Well,” he said, “yes, we would loan you the money if you per 
sonally guarantee it.” 

So the foundation borrowed the money and guaranteed it. That 
went on for about 3 years. At the end of that time I went to the banks 
for more money, and I said this—you see the business of the banks is to 
loan money on the basis of their experience. They make a loan on the 
basis of the returns and how successful the operation is. So I said, 

“Now this is your business. This is no longer my business. I refuse to 
guarantee any more money. Now will you loan some ?" ; 

They said, “Oh, yes: but you must guarantee it. 

I said, ‘ ‘Well, I will not guarantee it. The bank is not functioning 
and doing its job. You must make this loan if you loan on the basis of 
performance.” 

The result was that they did loan the money, and they have been 
loaning it ever since. 

Mr. D ILLIVER, So the financing problem in your various hospitals 
is now solved ? 

Mr. Kaiser. It is now solved except to the extent that it is limited 
as to the amount because we can only borrow up to the extent of about 
60 percent—60 percent of the bank appraisal is all we can borrow. So 
we must find 40 percent equity. That is too much to find for rapid 
growth. That is the problem as well as the problem of getting long 
term loans. 

Mr. Dotutver. Do you think this legislation would help bridge that 
gap bet ween the 60 percent and the entire cost ? 

Mr. Katser. Yes, for this reason: Thirty doctors can handle 30,000 
people with a medical center of an investment of about a million dol 
lars. They would only have to put up under this bill 10 percent of 
that million dollars, which would be about $100,000, or $3,000. per 
doctor. 

Many physicians, even young doctors starting in practice, could 
raise $3,000 from brothers, sisters, mother, or some source. So they 
can raise $3,000, and 30 of them raising $3,000 have a personal stake 
and can therefore proceed. But when you ask them to raise four 
times that amount, $12,000 apiece, then you limit them as to what 
they can do. 

Mr. Dottiver. Let me ask you another line of questioning. The 
organization of your hospit: als is based upon an income which comes 
from e mployees of your various enterprises ? 

Mr. Katser. No. 

Mr. Dotuiver. How is it based then ¢ 

Mr. Katser. About 5 percent of our members, of the members that 
we serve, are our employees; 95 percent are the general public. 

Mr. Dotutver. Do you sell them, or what is your process? 
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Mr. Katser. We are not permitted to “sell” the public because it 
is not medically ethical, and is so declared by the American Medical 
Association. 

Mr. Dotiiver. Does that mean they come voluntarily to you? 

Mr. Karser. That means they have to come voluntarily. 

Mr. Dotiiver. Do they come as their individual sicknesses arise, or 
do they come as prepaid medical plans ¢ 

Mr. Karser. They come because of the fact that it is by word of 
mouth. ‘They learn from others. Now a union, or an organization— 
for instance, it is not uncommon to have an industrial firm come to 
us and say, “We would like to have you take care of our employees. 
We have heard this, and we have heard that.” And they ask us what 
we have to offer. But we cannot go and offer it to them without their 
first approaching us and asking us. Otherwise we would be violating 
medical ethics. 

Mr. Do.itver. How about an individual living in one of the com- 
munities where these facilities exist ? 

Mr. Kaiser. In the San Francisco Bay area, about 25 percent of 
our members are individuals. 

Mr. Dotiiver. And what percentage per month every month come 
in, new members come to the offices ? 

Dr. Garrie.p. We have at the present time been running about 4,000. 

The Cuamman. Would it be possible for Dr. Garfield to give his 
full name and position he occupies ? 

Dr. GarrreLp. I am Dr. Sidney Garfield, executive director of the 
Kaiser Foundation. 

Mr. Dotutver. The doctors that work in these clinics, do they work 
on a salary basis, or how are they compensated ? 

Dr. Garrrevp. The physicians are set up as a medical partnership. 
They are an independent group of physicians. And the hospital 
operation is a nonprofit hospital corporation. 

Mr. Dotiiver. Lut the partnership is not a nonprofit partnership? 

Mr. Kaiser. The partnership is not nonprofit. We have a health 
plan which receives the prepaid dues and divides it approximately 
equal. Let’s say it is $4 per month, for example, for the individual, or 
$9 for the f family, approximately. It depends upon which plan they 
choose. That is divided approximately equally—if I am not correct, 
doctor, you tell me—between the partnership and the hospital so that 
the hospital gets half of the prepaid dues to operate the hospital, and 
the doctors get half, approximately. Is that correct ? 

Dr. GarrreLp. That is correct. 

Mr. Kaiser. And they are completely independent as a partnership. 

Mr. Dotutver. Do you permit your hospitals’ use by doctors who 
are not members of your organization ? 

Dr. Garrtevp. Yes, sir. 

Mr. Dotutver. You have no choice about that ? 

Mr. Kaiser. We encourage them. We do three types of things 
which as a nonprofit organization we must do. We must admit any- 
one who comes to our hospitals; we must do a certain amount of char- 
ity work in the hospital free. We do that. And we must do a cer- 
tain amount of education. 

Mr. Dotitver. Do you have a pattern that exists in some hospitals 
where a staff is set up and the staff has something to say about who 
shall practice there ? 
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Mr. Kaiser. We have that. We have a courtesy staff. We accept 
almost any well-qualified doctor. There is no limit. For instance, 
we have a staff of about 250 doctors on the courtesy staff at the Kaiser 
Foundation Hospital in Oakland. 

Mr. Douutver. If I understand this bill correctly it is patterned 
something on the idea of the Federal housing loans which enable a 
home builder to secure money which, in turn, is guaranteed by the 
Federal Government. 

Dr. GarFiELD. Yes. 

Mr. Dotutver. This money which would initially be spent, say, 10 
percent of it by the interested doctors or some other people who 
wanted to invest, and the other 90 percent. would be private money 
loaned by banks or other lending institutions guaranteed by the 
Federal Government ¢ 

Mr. Kartser. That is right. 

Mr. Dotutiver. Is that the pattern ? 

Mr. Kaiser. That is the pattern. 

The Cuairman. Will the gentleman yield for just a moment ? 

Mr. Dotiiver. Yes. 

The Cuarrman. It would not necessarily have to be on the basis of 
10 to 90. They might put in 25 percent. 

Mr. Kaiser. They could put in auy amount they like. That is the 
maximum, or the banks would say that is not sufficient. 

Mr. Dotutver. The point is that the minimum amount or the maxi 
mum amount put in by the lending agency would be 90 percent, if 
they expect to get a Government guaranty ¢ 

Mr. Kaiser. That is right, the borrower would have to put 10 


percent. 

Mr. Dotiiver. So if they wanted, or if the arrangement was to put 
in 25 percent or even 50 percent ake the loan, that of course would 
be acceptable ? 


Mr. Kaiser. More acceptable. 

Mr. Dotiiver. More acceptable ? 

Mr. Katser. To the bank. 

Mr. Dotuiver. Well, the thing that is puzzling to me is, of course 
I am trying to apply this to the area in which I live. As you know, 
Mr. Kaiser, it is a rural part of the United States, and to get a back- 
ground as to how a backlog of revenue could be produced to enable 
such a facility to operate. In an industrial community there are 
many organizations, unions, industrial companies, maybe a group of 
public employees and a large number of organized groups who can 
be brought into this thing. But in a rural area I am greatly puzzled 
as to how a backlog of income can be created to enable ‘this kind of an 
enterprise to succeed, because you must have that almost from the 
beginning in order to enable it to stand on its feet. Do you have any 
suggestions as to that? 

Mr. Kaiser. Yes, we do. 

Mr. Dotutver. I would be glad to hear them. 

Mr. Kaiser. Dr. Garfield wants to talk about it. He has been 
doing it. 

Mr. Dottiver. If I am not mistaken, Dr. Garfield has some Iowa 
background. 

Dr. GarrteLtp. I went to school in Iowa. 
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Mr. Katser. He loves to talk about this because he thinks it can be 
done on a small scale in rural areas. 

Dr. Garrietp. We have done it in small communities. And the 
answer is, if there are no industries, to get the chamber of commerce, 
to get the clubs, to get. the churches behind an operation which w ill get 
the people to prepay their hospital and medical services. It is rela- 
tively simple to do. 

Mr. Dotuiver. Can you give any examples of where that has been 
successfully operated / 

Dr. GarFieLp. The only example that I can think of is in Elk City, 
Okla. There is a farm group that has gotten together and has a plan 
such as this in operation. There are other places in the country where 
that is being done, too. 

Mr. Douutver. Thank you, Mr. Chairman. I appreciate the answers 
to my questions. 

Mr. Kaiser. For instance, we recently opened a hospital in a small 
town called Walnut Creek in California. Within a 30-mile radius 
of the hospital there are a number of suburban areas, small rural 
and semirural communities, and some small industrial areas. In 1953 
there were roughly 150,000 people in this region. Our health-plan 
membership in the region grew from less than 10,000 early in 1953 
to approximately 30,000 by the end of the year. Now in the Walnut 
Creek area membership is increasing at the rate of about a thousand 
a month. 

Dr. GarrieLp. About five hundred a month is closer. 

Mr. Kaiser. About five hundred a month. 

Mr. Dotiiver. Thank you very much, Mr. Chairman. 

The Cuamman. Mr. Priest ? 

Mr. Priest. Mr. Kaiser, due to the clarity and comprehensiveness 
of your statement I think you have answered most of the questions 
inadvance. I just want to take this opportunity to express, along with 
the chairman and others, my very deep appreciation not only for the 
age you have been to this committee but for your dedication to 

his task as characterized by your life in the last several years. You 
~ ave devoted so much of your energy and your organizing genius as 
well as your money to this task, that I feel you deserve a great deal of 
appreciation on the part of the American public, and I think more 
and more every day you will receive that as they become acquainted 
with the great job that you have done. 

I simply want to state personally how very deeply I appreciate the 
interest and enthusiasm, particularly, that you have put into this 
great task of improving the health of the people. I think that en- 
thusiasm is one of the characteristics that is so outstanding. 

As the chairman explained this morning, when you flew several 
thousand miles in order to tell this committee why you believe this 
bill is important, that is one indication of that enthusiasm, and I think 
it is going to be so necessary all through the years if any program 
of this sort succeeds. And I want to say that, Mr. Kaiser, for the 
record. 

Mr. Rogers. Will the gentleman yield ? 

Mr. Priest. Yes. 

Mr. Rogers. I would like to make those my sentiments—they were 
so nicely expressed. 
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The Cuatrman. The thoughts expressed by Mr. Priest and con- 
curred in by Mr. Rogers take on importance, Mr. Kaiser, by the fact 
that in their field of activity in the congressional work of ‘this com- 
mittee with respect to health, they have already demonstrated their 
very great interest in this matter so that they are in a position to 
appreciate, and have so expressed the part that you have played 
this great work in public life. 

Mr. Priest. Thank you. 

Mr. Katser. I would like to say something to the committee here. 
I appreciate your sentiments. I think every one of you is in exactly 
the same position that I am. Having enthusiasm and an interest in 
this kind of work comes from the service you feel you are giving to 
the tremendous number of people who need this so much. There is 
such a great need. 

Recently—and I have not completed this yet-—I have employed men 
in Hollywood to complete a script for a network television show of 
just exactly what this means to the people, and why it is necessary. I 
have talked to prominent artists who have conveyed their w illing@ness 
to be actors on this show and do it freely and without cost. I do not 
know yet how it can be done. The message to be carried is what it 
means to the doctors, how they can do it. That is difficult to do in view 
of the American Medical Association’s position. It is very difficult be 
cause the AMA does not understand—“God forgive them for they 
know not what they do.” But that is the message that they must 
carry to them, that this isa great thing for them. 

The next thing that is important to do is to convey it to the individ 
ual because, as Congressman Dolliver has said, the individual must 
know how the individual can get in in any community. Now | 
do not know how to do that other than through television. 

Some have said this takes a full theater showing because there is 
so much to be said. I am not so sure how well it can be done. That 
message must be carried. There is so much to be carried to the people 
that it is hard to convey in a short script. We are trying it and we 
are working on that, and I hope that it may be helpful to everyone 
because that is the service that we all must together render. This 
- a cooperative service. It cannot be done without you. It cannot 

done without your enthusiasm, without your belief. It cannot be 
i without my associates, who are dedicated to the principles and 
techniques of group practice prepaid medical care. 

There are five of us who came across the country, and, frankly, we 
came across in a plane that practically lost its engine, and we were 24 
hours where we should have been 10. But we are here, thank God, 
and He must have thought that we should be here. 

Mr. Hesevron. Mr. Chairman? 

The CuatrmMan. Mr. Heselton. 

Mr. Hesevron. I want to agree with what has been said, and with 
the commendations for the invaluable work you have done, which I 
am sure you are going to continue, 

In connection with the comment you made about the difficulty of 
realizing some of your objectives, I cannot help but e xpress the hope 
that through the vehic le of these hear) Ings and the hearings this com- 
mittee has been having on other items of the President's health pro- 
gram, and through the debates in the House and Senate, and in the 
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ultimate passage of all this legislation, I hope, perhaps the greatest 
thing that may come from that is to inform the American eople as to 
what can be done and what has successfully been done by you and 
others engaged in this fine work. 

I did want to ask some questions, but, as Mr. Priest said, the ground 
has been quite fully covered by the excellent statement you have made 
and the questions that have been asked. 

However, you said that if the sole accomplishment of the Wolverton 
bill was to rele: ase hundreds of millions of dollars of private capital 
wel now obtainable to help build needed medical facilities that would 

be a lasting service to the people. 

You have described to Mr. Dolliver your personal experience in 
connection with trying to obtain that capital. It has come to my at- 
tention that some who object to this legisl: ation assert that ther "eis 
no established need of this type of legislation, that ample private 
funds are available and being used and will continue to be available, 
so that that poses a direct challenge to the statement you have made 
to us. 

It has been my opinion, based upon testimony that has come in 
here from reliable people, that your assertion that private capital 
is not available and will not be available unless there is some other 
means such as contained in this bill to encourage it to become avail- 
able is correct. Only this morning you were here I am sure and 
heard Mr. Cruikshank describe br iefly his experience, and heard him 
say they would furnish us with other instances. I wonder if you or 
your associates are in any position at this point to place further in- 
stances in the record which have come to your attention of such 
groups trying to obtain capital and not being able to obtain it or, per- 
haps if they “eventually were able to obtain it how did they accom- 
plish that? Was is through the guaranty of such fine persons as 
yourselves or such fine people who are willing to undertake that risk, 
or was it through some other means? Do you know further instances 
that could be inserted in our record ? 

Mr. Kaiser. I think what we should do is to study the question you 
are asking and furnish you the information. 

I would like to know if the doctor could answer it. 

Dr. Garrretp. I could answer some of it, Mr. Heselton. We are 
constantly getting requests from physicians who want to do the thing 
we are doing, and we, of course, say it is very simple. It is a prepay- 
ment group practice with adequi ite facilities. To these we add our 
fourth principle of the new economics of medicine—pre ventive medi- 
cal services. The prepaid funds go directly to the doctors and the 
hospital, not as a fee for services, but we turn the money over to 
them so that the doctors and the hospitals are in a position where 
the people remain well. That is the formula, and it is very simple. 
The $64 question they always come back with is: “Where do you get 
the money for the facilities?” 

There is no question about the inability to get that money. Mr. 
Kaiser oversimplified it in what he said to you because what he did 
not tell you is that even with our remarkable record of 20 years, never 
failing to meet a commitment to the bank, when he went to them for 
the loans on these hospitals that you see in these pictures, they did not 
want to give him the money. 
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Mr. Kaiser. The total amount. 

Dr. Garriretp. He, in his inimitable fashion and his determination, 
convinced them that they must recognize our record of performance. 
On that basis we got the funds. But we got them under terrifically 
severe conditions. Part of that loan has to be paid in 2 years. 

That certainly is concrete evidence of the difficulty of getting funds. 

Mr. Kaiser. This I hear every day. 

Mr. Hesevron. I certainly understand the import of your testi- 
mony, but I am convinced that from some of these critics of this 
type of legislation that may perhaps be the key objection to the bill 
itself. Consequently, I am very interested that you, as well as Mr. 
Biemiller and Mr. Cruikshank do your level best to give us actual 
instances of unsuccessful efforts to obtain money. 

Mr. Kaiser. I think we can give you some additional, perhaps 50 
applicants to us asking can we assist them to get money, hospitals, 
doctors, and so on. Do you not think we can do that? 

Dr. Garrrevp. Yes. And you must not forget that the Hill-Burton 
Act. is concrete evidence of the inability to get funds for hospitals. 

Mr. Kaiser. You have some evidence here, and perhaps I should not 
quote it. I have it here where the very people who say that there is 
plenty of money available and who have made statements that there 
is, have come in here on the same basis and said the Hill-Burton 
money is necess: uy for the hospits als. 

A gift is much more difficult to get than a loan. And they are com- 
ing before you and saying Feder: al grants are necessary for hospitals. 

And we can—you can—do it by ‘loans. Some of the very people 
who are asking for gifts are saying to you that there is no need for 
the hospitals. That is double talk right in this committee. 

Mr. Hesevron. Then there is a further objection that I am sure is 
going to be brought forward, and that is that the legislation itself 
tends to place the weight of the Federal Government in favor of one 
kind of medical practice, the group practice against established indi- 
vidual practice. For the life of me I cannot understand the validity 
of that objection. 

Mr. Kaiser. There isn’t any. 

Mr. Hesevron. And I say it right now, I do not believe that the 
great majority of the fine physici ians and surgeons that make up the 
American Medical Association subscribe to that. 

Mr. Karser. They do not. 

Mr. Hesevron. I am sure of that. I know well enough that the 
medical men in my constituency are devoted people, as devoted as you 
can find anywhere, and when it is a matter of furnishing the means 
of providing better health for their people, as a matter of fact, some- 
thing that can reach the stage of meaning life or death for American 
people, they are not going to let themselves be committed to a phi- 
losophy that the medical profession as well as other occupations cannot 
benefit by new and modern procedures. 

I hope that you as a layman as well as I as a layman can express 
ourselves publicly and not in the sense of condemning anybody. 

Mr. Kartser. No. 

Mr. Hesetron. But in the sense of trying to awaken a real interest 

this very important problem among the physicians themselves to 
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see that they, in turn, will help to evolve a policy that will be to the 
credit of the American Medical Association and will be understood and 
approved by the American people. 

Mr. Karser. In answer to you, Mr. Heselton, those who claim they 
operate in solo practice, generally are not aware that they operate ona 
group basis. They really operate in groups. And we have ample evi- 
dence to show you how they do operate in groups and they are not 
always aware of it. They do not recognize that they are operating 
in groups. They operate in groups in the hospitals, they operate in 
groups in their clinics, they operate in groups when they have private 
offices. They have a certain group that they work with. So they are 
operating today really in groups. The great majority of physicians 
are operating in groups. They do not operate on the same basis, but 
they do operate in groups. 

Dr. Garrietp. That is important, Mr. Heselton. Ms) | emphasize 
that a bit. Actually the doctor in private practice, 85 to 90 percent of 
them are operating as medical groups, and that means this: when you 
go to your doctor, and he is an internist and you need surgery there are 
two or three surgeons that he knows that are good, qualified men that 
he refers you to. And if you go to them and you are a medical case, 
that is, if you go to a surgeon and you are a medical case, they will 
refer you to these two or three internists who work with them. In 
other words, they are working as groups, informal groups. only they 
do not have them gathered under the one roof. The v are duplie ating 
facilities and duplicating equipment, and it is wasteful and costly. 
But 85 to 90 percent of the medical men in this country operate im 
that fashion. 

One great thing that could come out of this bill H. R. 7700 is that it 
can crystallize those groups. There will be a great tendency for them 
to get together under one roof and eliminate all that waste and dlupli- 
cation and become a formalized medical group that will give service to 
the people which can be of higher quality and lower cost. 

Mr. Kaiser. I have it written down here, sir, just in a paragraph, o1 
two paragraphs. 

H. R. 7700 in its present form gives recognition to the fact that 
modern medicine demands teamwork on the part of physicians. Today 
there is no such thing as an individual practitioner. That is the ques- 
tion, you see. 

Doctors in so-called solo practice are actually practicing informally 
on a group or closed- panel basis. No doctor alone could provide the 
services of general practice and all of the specialties. The so-called 
solo practitioner has close working relationship with specified doctors 
representing each of the major specialties and is, in fact, the member 
of an informal group. 

The major distinction between informal group practice and formal 
group practice is the much greater efficiency and lower cost of services 
under formal group practice. 

That is the fact. 

Now to get that message across is difficult. My feeling is this, and I 
would like to get this home to this committee: we always have opposi- 
tion when we are developing a service like this to sue h a tremendous 
mass of people. There is no question but what the pee themselves 
want it. I sat the other night with a group of people in Honolulu, 
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people well up in earning power, people such as Art Linkletter and 
other famous Hollywood people, whom I thought would never think 
of this question. Well, the minute I opened the question it took 1 hour 
to stop them from talking. One actress from Hollywood said, “They 
charged me $2,500 for my first baby when I couldn't atford it, but I 
was a Hollywood artist and therefore I had to pay it. 

You ought to have heard the discussion. It would just shock you 
how the people feel. And they are willing to give their efforts to 
bring this about and to bring the message to the people. 

The message to the people needs to be had because of the opposi- 
tion. This is our duty, your duty and my duty. The moment you 
enact this bill and make it possible for the doctors not to be faced with 
that serious financing situation you will immediately bring in the 
American Medical Association because there will be such a prepon 
derance of the membership in the American Medical Association that 
they will be forced to accept it, the doctors themselves, by the fact 
that it is so supel ior in every respect. The people will be compe ‘lled 
to accept it. 

Mr. Hesevron. I certainly share your conviction that if this mes- 
sage can get to the American people—and it should get to them 
and if only our news services and radio and television people could 
grasp the significance or the importance of aeeG this problem it 
would ease the path tremendously; it would bring on much sooner 
the fine type of service that you are cia to many Americans. 
And certainly that is a worthwhile effort. I want to commend you 
for what you are trying to do in producing this television show. Cer- 
tainly those peop le who have volunteered their services and you a} idl 
your associates are entitled to every kind of congratulation. 

I cannot help but express one final hope. I recognize the need for 
ethics in any profession. I am a member of the bar and I realize that 
it 1s quite import: int that we have standards that peop le are compe led 
to live up to, or, rather, not compellled to but they are set up asa guide 
for us as to what is considered right and proper. But what I can- 
not get through my head is why it is that a service like this, that has 
been demonstrated to be of value, invaluable as a matter of fact, to 
the people whom you serve, that there should be any question as to 
whether it is proper or improper to tell the American people about 
that. 

If they want to call it selling, all right. Then I think it is perfectly 
fair, perfectly ethical to sell to the American people the means by 
which they ean improve their health. And I would challenge any 
member of the American Medical Association to provide an answer 
to that. 

Thank you, Mr. Chairman. 

The Cnarrman. Mr. Rogers? 

Mr. Rogers. I should just like to get your observation on this prop- 
osition: of course, this bill will provide for additional hospitals, med- 
ical facilities. But I wonder in providing these facilites whether or 
not that would reduce the charges of the physicians, the doctors that 
administer to the people. 

Mr. Kaiser. You mean reduce the cost ? 

Mr. Rogers. Take the ordinary man out here who is unable to take 
care of himself. I wonder whether or not he could go into these fa- 
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cilities that we are going to construct under this bill and whether he 
is going to give the same fees or same charges if he would if he did 
not have these. As I understand this bill, this provides the facilities. 

Mr. Kaiser. No. It has the effect of lowering the cost tremendously. 

Mr. Rocers. How is it going to do that ? 

Mr. Kaiser. Through prepaid group practice in integrated hospital 
and clinic, tremendous economies are effected by eliminating dupli- 

cation of equipment, facilities, auxiliary personnel, administrative 
personnel and functions, and overhead expenses. Just one item 
alone—that of eliminating the costly billing for each service ren- 
dered—represents a substantial saving where, as in our plan last 
year, approximately 2 million units of service were rendered, for 
example, out-patient visits, house calls, laboratory tests, X-ray 
procedures, hospital admissions, and so forth. 

I will give you another little illustration. We have the clinics, 
and we of course have a complete record over a period of years of the 
number of people that come to those clinics and whether they are 
increasing in proportion to our membership. We have a record of 
the number of people that are hospite alized in proportion to our mem- 
bership. What is happening? The number of people that are hos- 
pitalized is coming down in proportion to the membership. The 
number of people that come to the clinics is going up. That is a lower 
cost. Right there there is a tremendous cost saving. Do you see 
what I mean? We are hospitalizing fewer people as a result of the 
preventive medicine improved by the fact that we have the clinics 
to give the preventive medical care. For instance, we have one test 
called the multiphasic test. They take through 4,000 at the rate of 
each one spending 2 hours. We do that regularly now. We are find- 
ing out that about 13 percent have diseases that they did not know 
they had and we had never recognized they had. But that is a com- 
plete test. And how much do we charge them for it? Two dollars we 
charge them for this complete test, X-rays and everything. We have 
found 13 percent of the mill that did not think they were ill, just by 
making a test. One of them is sitting right here. I have found the 
same thing. 

Mr. Rocers. In other words, you think the medical charges would 
be less by virtue of this program ? 

Mr. Katser. Definitely. 

Mr. Rocers. Is that right? 

Mr. Katser. We are proving it. 

Dr. GarrreLp. There is another reason for that, Mr. Rogers. The 
bill calls for prepayment group practice, and the prepayment is so 
much per month toward the payment of your medical care, and that 

certainly is less expensive. 

Mr. Rogers. Suppose a number of people did not have the money 
to join the prepayment plan? How is the adoption of the provisions 
of this bill going to help them? 

Mr. Karser. You are presuming they do not have any money for 
medical expenses ? 

Mr. Rocers. There are a lot of people where it takes practically all 
they have got to live. 

Mr. Karser. You are talking about the indigent really. 
Mr. Heserrox. Will the gentleman yield ? 
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Mr. Rogers. Yes. 

Mr. Hesevron. Did you not say in answer to one of Mr. Dolliver’s 
questions that you do take a certain number of charity cases? 

Mr. Kaiser. Yes; we do. Five percent of our hospital beds are 
allocated for charity cases. 

Mr. Rogers. Would the man on this mortgage loan have any author- 
ity to say how much charitable work that institution would do? 

Mr. Kaiser. No, he would not have that right. 

The CHarrman. I would say it comes under the State and local 
authorities. 

Mr. Kaiser. Yes. 

Mr. Rogers. Certainly they could not take enough charitable cases 
so that the institution would not be a paying institution and they 
could not pay off the mortgage. 

Mr. Katser. I would say we are emptying the charitable hospitals. 
Is that right ? 

Dr. GarrreLtp. Yes. There are very few people that cannot pay 
these prepaid rates. We think that this program should be carried 
a step further where you have indigent people whom the county hos- 
pitals are taking care of. It would be much better for the counties 
to prepay their dues to a health plan because the individual then com- 
ing in for service would come in with the same dignity as a member 
coming into a clinic or doctor’s office or hospital for service. 

Mr. Kaiser. The people do not want charity. So the doctor’s idea 
is that we could eventually expand this to where we would prove to 
those who do provide charity, the institutions who provide charity, 
that it is much cheaper for them to come to us and to pay a menthly 
fee for those than it is to provide the hospitals that they are providing 
today as charitable institutions. 

Mr. Rogers. Just supposing that you were going out to construct 
a hospital and you floated a 90-percent mortgage. 

Mr. Katser. That is right. 

Mr. Rogers. Now you have got to come to the Surgeon General to 
get that insured. Has he got any say-so, or will he have any say-so 
under this bill—I have not acquainted myself with it suflic ientl} to 
know this—as to just the amount of charitable services you could 
render? In other words, if he is going to insure the loan for the 
Government can he just let you go along with that institution and 
make enough money to pay off the payments as they become due ? 

Mr. Kaiser. Dr. Garfield said he could have the authority as far as 
the hospital is concerned. 

Dr. Garrtetp. I do not see why he could not set a standard of } 
percent of your beds or 10 percent of your beds available for charity 
and make that the basis of giving the loan. 

Mr. Kaiser. That could be done. 

Dr. GarrreLp. We are doing that today. 

Mr. Kaiser. We do it today voluntarily. You are saying it should 
be demanded ¢ 

Mr. Rogers. No. Iam not saying that. 

Mr. Kaiser. You are suggesting that the Surgeon General be given 
that power. 

Mr. Youncer. I think your fear is that the Government might be 
stepping in and telling them how the hospitals ought to be run. Is 
that not correct ? 
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Mr. Rogers. It could be that, or if they are going to reinsure the 
mortgages or insure the mortgage loan they should certainly have 
some power or authority as to the running of the hospital or the 
conducting of the hospital should mortagage payments become in 


default. 
Mr. Youncer. Why ? 


Mr. Rogers. So they don’t lose money. 


Mr. Youncer. You don’t in any of the other insurances that the 


Government issues. ‘They don’t go out and run the apartments. 
Mr. Rocers. They don’t run them. 


Mr. Youncer. All right. There is no use for them to run these 


other institutions either. 
Mr. Hesevron. Would the gentleman yield ¢ 
Mr. Rogers. Yes. 


Mr. Hesevron. I am afraid there is a little confusion in this right 
at the moment. I think the reason for the handling of charity cases 
comes under the necessity of establishing a nonprofit institution under 


the State laws. 
Mr. Katser. That is where it comes. 
Mr. Youncer. Internal revenue. 


Mr. Kaiser. You cannot have a nonprofit institution unless you 


render that service. 
Mr. Hesevron. That is where your answer iss 


Mr. Rocrers. When this Government comes in and insures loans or 
reinsures health insurance, certainly they ought to have some say-so 
in an indirect way, at least, so that the Government would not lose 


money. That is what I am looking for. 
I have no further questions. 
The CuarrmMan. Are there any further questions, gentlemen / 


Mr. Pelly. 


Mr. Petiy. Mr. Kaiser, I share the feeling regarding your testi- 
mony that has been given before, and the time is getting late. I would 
like to make one observation that refers back to the colloquy between 


you and my colleague, Mr. Heselton. 


It seems to me that we were finding the American Medical Associa- 


tion guilty before we were hearing their testimony on H. R. 7700, 


Other than that I would like to ask about three questions. First 
of all, How long is the useful life of these hospitals, in your opinion ? 


Does their life justify a 40-year loan ? 


Dr. Garrretp. I would consider 40 years as a useful life of a good, 


modern institution. 
Mr. Petxy. In other words, you would feel 


Mr. Katser. My answer is that I think so without any question. 


Mr. Peiy. It would justify making a 40-year loan ? 


Mr. Kaiser. We have bought some hospitals that are how old? 


Dr. Garrretp. About 25, 
Mr. Katser. They have bought hospitals that are 25 years old. 
Dr. GarrreLp. We are considering one now that is 40 years old. 


Mr. Petry. In other words, if properly maintained and from time 
to time rehabilitated, a loan of this character is justified, in your 


opinion, as a builder ? 

Mr. Kaiser. It is. 

Dr. Garrietp. Most hospitals today stand longer than that 
have hospitals in this country over a hundred years old. 
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Mr. Petry. I would like to refer back to your suggestion that possi- 
bly the 60-percent requirement for utilization under prepayment 
plans might be amended. Would it not, in your opinion, be more 
helpful in a rural community if that provision was not in there? In 
other words, in a farming community, a small community ? 

Mr. Kaiser. You see, what I am suggesting is that the lender de- 
termine that because the lender is the man who is responsible for that 
loan. If the lender feels that he must have that type of security he 
would not loan the money unless he does that. 

Mr. Pewiy. I think that is a very constructive suggestion, and also 
referring back to the other suggestion that you made as to the utiliza 
tion of existing Government agencies so that we don’t duplicate and 
cause a tremendous amount of expense. 

Mr. Kaiser. That is why I suggested this. There has been criticism 
on those two points. We have had this criticism and that is the rea 
son I brought it up as an amendment. In our thinking, to eliminate 
any objections, you can do it by giving the lender the power because 
he is going to have it anyhow. He is not going to loan unless he has 
security. That I know. We have told you we are still having trouble. 
They don’t want to loan, or, rather, they want to loan but there must 
be the security there, and there is a limit to where they want to go. 

oe Preity. Mr. Kaiser, | remember from your previous testimony 
that you said if you could get long-term loans you could reduce the 
cost very mat erially to the user of the service / 

Mr. Katser. That is right. 

Mr. Petry. In other words, if you have a million dollars invested in 

facility and you have to write it off over a period of 40 years it is 
much less cost per year than writing it off over a period of 10 years. 

Mr. Katser. It makes a difference. Today it probably costs $7 per 
day for writeoff on a 10-year basis. Well, just think of it now: the 
minute you put it on a 40-year basis it costs one-quarter of that for 
writeoff. There is a reduction instantly in your cost. We feel that we 
are writing these off too fast, but we have to do it in order to acquire 
further financing. So you are 100 percent right. 

We discussed that this morning in great detail. I told one of the 
doctors that just as soon as we get this long-term financing you can cut 
the cost. 

Mr. Petxy. That cuts the cost of the hospital service. It does not 
increase the profit or return of the doctor at all ¢ 

Mr. Katser. No. 

Mr. Petiy. It just cuts down on the hospital cost to the sick and the 
needy and the low-income groups? 

Mr. Kaiser. That isit. That is what it does. 

Mr. Petry. That is all. 

Mr. Kaiser. Definitely. You are right on the beam on those three 
things. 

The Cuarrman. Are there any further questions, gentlemen ? 

Mr. Youncer. Mr. Chairman? 

The Cuarrman. Mr. Younger 

Mr. Youncer. I just want to mention, Mr. Kaiser, that coming 
from California, we take justified pride in the work that you have 
done out there and the other clinics that you have mentioned. I think 
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that the work has spread in California, and possibly shows some lead 
ership for the rest of the country. 

Mr. Kaiser. Well, we have to work at it. And you will have to do 
something about this right away. Just as soon as the doctors have 
this available it will all smooth out. 

I have here a history of what happened to FHA when they first 
started. You ought to see what the Congressmen said about FHA 
when it first started. And look what it has accomplished. 

Mr. Peniy. I would be glad to get some of those remarks some time 
that I can use in the House. 

Mr. Kaiser. We will see that you get them. 

The Cuarrman. Have you finished ¢ 

Mr. Younger. Yes. 

The Cuarrman. I was just about to say that while this may be a 
pioneer effort so far as the practice of medicine is concerned, the prin- 
ciple that is the basis of this bill has been so frequently recognized 
by the Government in other activities that it removes all point to the 
argument that because it is a pioneer that, therefore, it is not entitled 
to consideration. I believe we are going to have to stop and think 
that this is the same policy that was put into effect with the National 
Housing Act, the veterans’ housing, the military housing—that is, 
title VIII of the National Housing Act—the farm tenant purchase 
loans, the Federal ship mortgage insurance, and others that I could 
go on and refer to. And, as has been so well said, if you look at the 
origin of this and the dire predictions that were made as to the adop- 
tion of such a policy when the National Housing Act was taken up, 
it seems now almost ridiculous in the face of its success, not only in 
supplying the need but from the standpoint of lack of loss by our 
Government. And again, as a matter of fact, it had the effect natu- 
rally of encouraging the private enterprise. 

Here we are in a situation where there is need of medical services. 
Nobody can deny that, whether it is in a rural community or whether 
it is inacity. Now what you will do to meet that need depends upon 
the particular community and what they are willing to do to take care 
of the need that they must acknowledge. So that when you say “What 
will be done in a rural community ?” it just depends on what the indi- 
viduals in that community feel should be done to meet the particular 
need that they have. The rural communities have formed granges 
and all sorts of organizations, cooperative efforts of one kind and 
another, to carry on that which they felt was a need in their particu- 
lar locality. They will do the same thing with reference to this. It 
cannot be otherwise in my opinion. 

There is nothing I could say, however, at this time that would add 
to what has already been said by you, Mr. Kaiser. The statement that 
you have given is as complete a statement and with as justifiable rea- 
sons as I have heard given before a committee in support of any piece 
of legislation. It appeals to me greatly and would appeal to the aver- 
age citizen who was interested solely and entirely in promoting the 
health of our people. 

Of course, 1f you permit selfish interest to enter into the considera- 
tion of legislation, then I can readily understand how some might 
be opposed to it. But leslie at it in the broad light such as has actu- 
ated you, such as actuates members of this committee and such as 
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actuates organizations, labor organizations and industries and others 
who want to do something for the health of their people, this incurs 
a very ready acceptance, and I am strongly of the opinion that, with 
the ado tion of legisl: ation of this kind and as it becomes effective, 
those aa may have thought they had good reason for op posing it 
will realize with the e xperience of time how shortsighted they were 
in their opposition. 

Now, doctor, or Mr. Kaiser, you have brought with you Dr. Gar 
field and several other witnesses. What is your desire with respect 
to their being heard? It will be necessary to adjourn now until 2 
o'clock if you wish that the sy shall each one be heard. If you desire 
that they shall introduce statements into the record that can be done. 
I leave it to you people to determine just what you wish to do. 

Dr. Garrievp. Mr. Chairman, most of the things I wanted to say 
have been brought out in this questioning period. I believe I was the 
only witness. 

The CuarrMan. I know by my conversation with you people before 
the hearing started this morning that there is a fund of information 
that you could give if the committee had found it convenient to be 
here this afternoon. There are several happenings that are drawing 
some of the members away from Washington today that precludes us 
laving as large an attendance here as the importance of the subject is 
entitled to have. I want to do jus tt whatever vou folks want to do. 

Mr. Katsrr. I think we can submit any statements that we have 
to make, Mr. Chairman. The committee is not here to question, so they 
can ask questions and we can answer those by statements. 

The Cuamman. If you have in mind questions that have been 
raised where you feel that there is information in detail that could be 
offered to support the statements that you have already made, feel 
free to revise and extend your remarks, and we will also consider 
the statements that I have. 

Mr. Kaiser. Thank you. 

Mr. Hesevron. In connection with those statements that you will 
furnish, are they available now in typed form ¢ 

Mr. Kaiser. No. 

Dr. GARFIELD. No. We will have tosubmit them. 

The Cuarrman. I am assuming, on the basis of the questions that 
were asked and information that has been sought by some members 
of the committee, that those who have accompanied Mr. Kaiser here 
today have had that intimate knowledge with those problems that 
enables them to give the detailed information that would answer the 
questions that have been raised. 

Mr. Kaiser. We know what you are thinking about. We will work 
up something. 

The CHairman. Then the committee will not find it necessary to 
meet this afternoon at 2 o’clock. 

Thank you, Mr. Kaiser. 

Mr. Karser. Thank you, Mr. Chairman. 

(Whereupon, at 12:20 p. m., the committee was recessed, subject to 
the call of the chairman.) 
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Houser or REPRESENTATIVES, 
ComMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 11 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 

The Cuarrman. The committee will come to order. 

Gentlemen, the next subject that we take up today is H. R. 7700, 
and we have two witnesses to be heard. One is Mrs. Minnie Hood 
Hopkins, chairman of the legislative committee, National Association 
of Registered Nursing Homes, and Miss Zuzie Siegal, president of 
thet organization, whom I understand is present this morning. 

We also have Mrs. Evelyn G. Stone, chairman of the standards 
committee, Missouri Association of Licensed Nursing Homes, St. 
Louis, Mo. 

Mrs. Hopxrns. Miss Siegal will give the testimony for the Nursing 
Home Association. 

The Cuarrman. In other words, Miss Siegal will speak for your 
organization. 

Very well, Miss Siegal, we will be glad to hear from you. 
STATEMENTS OF MISS ZUZIE SIEGAL, PRESIDENT, NATIONAL ASSO- 

CIATION OF REGISTERED NURSING HOMES; MRS. MINNIE HOOD 

HOPKINS, RICHMOND, VA., CHAIRMAN, LEGISLATIVE COM- 

MITTEE, NATIONAL ASSOCIATION OF REGISTERED NURSING 

HOMES; MELVIN A. CASE, SYRACUSE, N. Y., FIRST VICE PRESI- 

DENT, NATIONAL ASSOCIATION OF REGISTERED NURSING 

HOMES; AND ARNOLD H. RICKLER, BUFFALO, N. Y., LEGAL 

COUNSEL TO THE NATIONAL ASSOCIATION OF REGISTERED 

NURSING HOMES 


Miss Srrcau. Mr. Chairman and members of the committee, my 
name is Zuzie Siegal, and I am the president of the National Associa- 
tion of Registered Nursing Homes. Our association consists of mem- 
berships in 33 States. The members are operators of nursing homes 
throughout the Nation and they are the type of people who provide 
a perfect cross-section of thinking and ability in the care of chronical- 
ly ill, convalescent, and infirm patients. They represent, in total, many 
hundred of years of practical experience, which, as we must all admit, 
is something that this field particularly requires. 
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The National Association of Registered Nursing Homes is the oldest 
organization of-its kind in the United States. It is a nonprofit asso- 
ciation composed of nursing and convalescent home owners and 
operators pledged to the Improvement of standards and ethics. The 
officers, all of whom own or operate one or more institutions, serve 
the association without compensation of any kind. Many of the mem- 
bers of this association have 30 or 40 years’ experience and are well 
qualified both by education and service to speak on the problems of 
caring for the aged, convalescent, infirm and chronic patient. 

In my opinion, and I am certain I express the views of all the 
members of the association, no et truly interested in the care of 
the sick could possibly oppose any bill which is intended to enhance 
the prom of medical care. It must be obvious, therefore, that we 
favor bill H. R. 7700 in its intent. However, we respectfully submit 
that in developing the intent of this legislation we must not overlook 
those who are going to carry out this intent. 

In our opinion, there are several serious omissions in this bill and 
there are a number of thoughts not fully expressed. It is to these 
omissions and thoughts that we should like to direct your attention. 

However, before discussing our suggestions, may we submit to you 
a few statistics, which our study of the testimony on H. R. 7341 shows 
to have been neglected. During the hearings on H. R. 7341 it has 
been testified that there are 20,000 nursing homes in the United States. 
Assuming for this discussion the figure of 20,000 nursing homes, it is 
important to note the following: the average capital investment per 
nursing home is conservatively set at $60,000. The total estimated 
investment, therefore, is $1,200 million. The average nursing home 
has a bed capacity of 25, providing therefore an approximate total of 
500,000 beds. For the ¢ care of its guests under present standards, each 
nursing home employs, roughly speaking, 1 person for every 3 pa- 
tients, or, in round numbers, a total of 170,000 persons. The average 
weekly salary of such employees is about $50, or about $8,500,000 
weekly. The sum total of these figures cannot help but impress you 
with the fact that we who address you on H. R. 7700 today repre- 
sent a large financial stake in the American economy. 

We suggest that the most serious omission in bill H. R. 7700 is the 
failure to mention the proprietary nursing home. This is of serious 
concern to us because it very definitely excludes this large group of 
pioneers in the field of nursing home care from benefits which are 
provided for those who have followed. It is a generally recognized 
fact in the field of medical care that the private agencies have always 
led and that the so-called nonprofit governmental agencies have usu- 
ally followed. 

May we point out to you at this time that the terminology used in 
H. R. 7700, as well as in previous bills with regard to voluntary agen- 
cies, requires a little clarification. 

Voluntary agencies may and do care for the sick. In this group 
of sick are included those who are able to pay their own way totally, 
those who pay their way partially, and those who require total assist- 
ance from public and private agencies. In return for the designa- 
tion of “voluntary” these agencies are given many benefits, among 
them tax exemptions, the right to go to the community for soliciting 
of funds, and, of course, a sizable sum of money from tax funds. 
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Wherein we ask does this voluntary group differ from the ignored 
proprietary group, ignored in spite of the fact that they carry out 
and prove the basic fundamental tenet in this country, namely, free 
enterprise and private initiative. This principle is expanded on page 
2, line 10 of the bill, and I quote: 

Solutions to the people’s health needs can and should be attained through 
free enterprise and private initiative. 

Let us at no time lose sight of this all-important fundamental of 
our political and economic life. 

Just as do the voluntary institutions, we, the proprietary nursing 
homes in this country admit people who are able to pay their way, 

people who can only partially pay their way, and people for whom 
private and governmental agencies have assumed responsibility. 

The unhappy difference is that we have no tax exemptions, no right 
of fund solicitation, and no recourse to tax funds in charitable institu 
tion budgets. Ours, therefore, is a very, very difficult role. We are 
a recognized member of the medical care team in the total overall 
medical care program, locally, statewide and nationally, vet for some 
reason, which we choose to believe is purely oversight, no mention is 
made in this bill H. R. 7700 of the proprietary nursing home. 

We hope that you will bear with us if we recall to this committee's 
mind testimony on bill H. R. 7341. In the testimony to which we refer 
the question was asked by one of the committee whether the nursing 
homes fear competition, or whether they fear the higher standards 
which would be set by the allocation of money to voluntary insti- 
tutions only. 

We wish to call to your attention the fact that nursing home opera 
tion is a profession and not a business. We wish further to call to your 
attention that it is not competition we object to, but unfair competition. 

Our position on the medical care team has a parallel. This parallel 
is that we, in a sense, are much like the physician who practices his 
profession without fear that any other sional ian’s standards are any 
higher, but who objects strenuously to unethical competition on the 
part of his fellow physicians. 

We ask no special favors, but neither do we expect that assistance 
generously given to others will be dispensed so as to miss our capable 
and experienced hands. 

When, therefore, bill H. R. 7700 provides for mortgage insurance on 
loans which may be made by private banks for the purpose of improv 
ing the medical care in any community, who can say that any recog- 
nized member of the medical care team should not benefit from such 
legislation ? 

The nursing homes, because of their pioneering status, have had to 
take a tremendous amount of criticism. They have taken it, and they 
have steadily progressed. As you probably know, there was a time 
when public agencies came to our then infant association for advice 
and guidance in the preparation of standards for nursing homes. 

Have all of us forgotten the horrors of the old almshouse? Even 
the very earliest of proprietary nursing homes represented an unques- 
tioned improvement over the poorhouse. 

We merely ask now that through the inclusion of proprietary nurs- 
ing homes in the benefits provided in bill H. R. 7700 you make it pos- 
sible for us to improve further the facilities which we originated and 
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initiated in this country. That, we sincerely believe, is not asking too 
much. 

In its declaration of policy this bill states: 

It is the conviction of the Congress that there is a serious need throughout the 
country for a greater number of hospitals and related medical relief and services 
than now exist or are being planned under existing programs. 

Whether we find ourselves in total or partial agreement on this 
point we do want to point out that such ne a may well be local in nature 
and that it is a fact that some parts of the country are quite well pro- 
vided for through existing proprietary nursing home facilities. No 
one will deny that in some areas there are insufficient beds, and other 
areas there are vacancies. But it distinctly understood, however, that 
it can be readily proven that in those areas where the short: age does 
not exist that the explanation can be found in the fact that the pro- 
prietary nursing homes have provided the facilities. 

Our cooperation we now offer in an extended form. Just as we 
have cooperated with governmental, hospital, and welfare agencies, 
so now are we prepared to cooperate with any medical group plan 
which may choose to make use of our facilities. The public stands in 
constantly increasing need of nursing care. If this need is to be met 
it is obvious that proprietary nursing homes, the organization best 
suited to provide this care, should most certainly be included in the 
planning. 

There is one more item which was not at all brought out in previous 
testimony on bill H. R. 7341 which bears directly on our contention 
that the proprietary nursing home has a legitimate, esteemed place in 
the medical care team in this country. 

Psychologists, social workers, and people in general who are inter- 
ested in the humane aspects of patient care—and on this point we are 
certain we will have the backing of Secretary Oveta Culp Hobby- 
will agree that the primary concern in any medical care program is 
the patient. Having agreed on that can anyone with proper con- 
science maintain that institutional atmosphere is preferable to the 
type of homelike, friendly, loving-care atmosphere which is provided 
in the proprietary type of nursing homes ? 

Many of these patients come from institutions where they have 
spent months and years. They come into surroundings which are 
maintained to provide them once again with a feeling ‘of home and 
friends and not wards and crisp, impersonal uniforms. 

Proprietary nursing homes offer many advantages over institution- 
alized, large, cold buildings. Nursing homes are located near the 
patient’s relatives and friends. The patients are given new family 
within the home and, above all, they are given an opportunity to re- 
tain the small vestige of pride and self-respect which is left to them 
in their remaining years. 

Is there really a need for the creation of new institutions when the 
simple expedient of a mortgage insurance plan can make it possible 
for those who have the best know-how to do the job e xpeditiously, effi- 
ciently, and economically ¢ 

One final point that we want to make in addition to what we have 
already said. We wish to quote from the testimony of the hearing 
before your committee on H. R. 7341, held on February 4 and 5, 1954, 
where, on page 108, your honorable chairman, Charles A. Wolv erton, 
stated : 
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Certainly, there is no intention to preclude your organization and the homes 
that it represents from having the help that is contemplated under H. R. 7700, 
and if it has not been drawn specifically enough to make it certain that you 
would have that, I would, as the introducer of that bill, have no objection to 
amending it in that particular, although at this moment I do not think it will 
need that amendment. I wish to assure you tbat the intention is to assist in the 
operations such as you are representing here this morning. 

Mr. Clerk, will you give several copies of H. R. 7700 to Mr. Muse and, too, the 
statement in connection with it that I issued, so that he may be assured of what 
I am saying. 

We feel certain that the chairman, Mr. Wolverton, meant what he 
said, and it is on that score that we request that this patent omission 
in the bill as it is presently written be corrected. We, therefore, ask 
your honorable body to make the necessary insertions, changes, and 
clarifications so as to include the proprietary nursing homes in the 
provisions of H. R. 7700. We note that such insertions, changes, and 
clarifications would be in order in the following sections: 

(a) Declaration of policy and purposes, section 701. 

(6) Definitions, section 702. 

(c) Eligibility for medical facility service, section 706. 

(7) And in any other portions of the bill necessary to effectuate the 
changes requested. 

We are most grateful for the courtesy you have extended and for 
the opportunity you have given us to express our thoughts on this par- 
ticular legislation. We are encouraged by the knowledge that legis- 
lation regarding this very important segment of the medical field is 
being given such thorough and intelligent consideration. 

The CuarrMan. Are there any questions, gentlemen # 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesevton. Do the nursing homes now, generally speaking, 
have difficulty obtaining financing? 

Miss Srecau. I beg your pardon. 

Mr. Hesevron. Do they have difficulty obtaining financing now? 

Miss Srecau. Yes. 

Mr. Hesevtron. What isthe reason for that? 

Mr. Ricker. May I answer that ? 

Mr. Hesevron. Would you identify yourself for the record ? 

Mr. Ricker. May I identify myself for the record as being Arnold 
H. Rickler, and I am legal counsel for the National Nursing Home 
Association. 

The Cuarrman. Where is your office ? 

Mr. Ricker. Buffalo, N. Y., sir. 

The CuatrMan. Buffalo, N. Y.? 

Mr. Rickxier. Yes, sir. 

The reason we have difficulty is because it is a one-purpose institu- 
tion. You have probably had experiences in your own communities 
where hospitals have had the same experience. Lending institutions 
do not loan money generally; it is rather, may I say, the rare exception 
that they will loan the money rather than the general situation. 

Mr. Heserron. Is there a current need, so far as the nursing homes 
are concerned, for additional financing for expansion or any other 
purpose ? 

Mr. Ricker. Yes: there is, to this extent: We have gone into the 
history of nursing homes. It is now coming to the age, it is our opin- 
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ion, where it is and should be a modern hospital facility such as we 
want to operate. As you know, in most cases there were the old homes 
in the neighborhoods that were originally started. Now these various 
bills are before your body. In some States, may I say, the voluntary 
groups do take us in. In some States, Blue Shield does not. We 
feel that we want to qualify. We have been listening to the bills that 
have been before your body, and we realize and recognize the trend 
that iscoming. We feel that we want to be able to improve our facili- 
ties to be included in health payment plans which we certainly cannot 
otherwise. 

I am not here to make a statement; I would rather answer questions. 
But we feel that we can do the job. We have the personnel; we know 
the field; we know the pulse; we know the type of homes we operate. 
We, through our own efforts—and I speak particularly, of course, of 
my own State, New York State—have made eve ry effort to raise the 
standards and encouraging legislation for safety protection and fire 
protection and boards of supervision, and welfare agencies on our own 
accord to help the standing of the profession, and I say that has gone 
on throughout the country since the organization of our national 
organization. 

Mr. Heselton, I think in your State of Massachusetts, what we have 
tried to do there is the same thing. 

Mr. Hesevron. Since you have referred to licensing, and because, 
in Miss Siegal’s statement, she stated that the association consists of 
membership in 33 States, I take it that there is quite a variation in 
State regulation. 

Mr. Ricker. That is correct. There is a multitude of State regu 
lations from one extreme to the other. And, of course, since it comes 
on the State level in most cases, we have our problems in the States. 

And I might state to this body that we are actively, in each State, 
trying to get legislation. In your State, Mr. Chairman, New Jersey, 
they have a regulation for licensing and have had for a number of 
years. They have a supervising board. And m: Ly L say we have tried 
to adopt and follow the New Jersey State legislation in some measures, 
the same as in your State, Mr. Heselton, of Massachusetts, where the 
board was only created within the past few years, as I understand. 

I have been associated more or less with nursing problems for the 
past 10 years. It is only in the last year or two that I have gotten 
out on the national level, and nationally we are trying to raise our 
standards. 

Mr. Hesevron. What you have said today concerns the vital im- 
portance of nursing homes in the overall medical and health approach. 
I think you have made an interesting contribution today to the hear- 
ing, and I am sure that all of us agree with the chairman that your 
suggestions will receive very serious consideration. 

Mr. Rickter. Thank you. 

Miss Srecau. Thank you. 

The Catan. Are there any further questions, gentlemen? 

Mr. Rogers. 

Mr. Rogers. I want to compliment Miss Siegal on this very fine 
statement, and I think that if this legislation is passed that we should 
include proprietary nursing homes. I hope that it will get in there 
before it gets out of this committee, if we report the bill. 
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Miss Srecau. Thank you. 

Mr. Hesevron. You can strike out the latter part. 

The CHatrman. Are there any further questions? 

Mr. Petty. Mr. Chairman ‘ 

The CuHairnman. Mr. Pelly. 

Mr. Petty. Miss Siegal, I would like to ask you if you do not think 
that if you could get long-term mortgage loans you could reduce actu 
ally the cost to your patients ¢ 

Miss Srecan. The cost of operation, yes. 

Mr. Rickuer. Yes. May I answer that ? 

Miss Srecau. Please do. 

Mr. Rickuer. If 1 may be permitted to answer. 

Yes, of course, because there would be a more efficient operation 
with much the same personnel, much the same directorship. Most of 
these places can be a 50-bed institution rather than the present size, 
25 bed, which, of course, would bring dow hh the cost tremendously. 

Mr. Petty. I would like to ask you if this provision went into the 
bill to include proprietary nursing homes would it not be possible to 
construct facilities in localities where now there is no possibility of 
finding an old home, in some of the newer subdivisions and commu 
nities of that type? 

Mr. Rickurr. May I say that is the very thing we would like to 
encourage. As you know, we did not oppose the other bill. We feel 
that before public grants are made we can show that we can build 
private nursing homes in communities where none exist through pri 
vate enterprise, and effect a having to the Government and to the State. 
We certainly feel we can do the job. 

Mr. Peiy. I might say that since the hearing on H. R. 7341 I 
felt there was an implied promise that we would certainly give it 
consideration, and I am hopeful that it would be included. I studied 
the figures in our own State of Washington, and I was informed by 
the Department of Health, Education and Welfare that our State 
was doing a pretty good job. But in some localities we did not have 
adequate facilities, but in others we were up to what they considered 
the proper percentage of beds in proportion to population. 

I think that this inclusion manele certainly go a long way toward 
relieving the congestion on our actual hospital beds, so that people 
could be taken care of at a lower cost. 

Mr. Rickier. Much lower. 

Mr. Petry. It would help the States a great deal bacuse in many 
cases, of course, they cover the cost of the medically indigent. 

Mr. Ricker. It is up to $14 to $15 to $17 a day, and it could be 
brought down in many cases where they are not in need of active 

care in a hospital. They could be brought into nursing homes at a 
saad lower cost to the community and the public and to the patients 
themselves. 

Mr. Petxy. I thank you for your testimony. 

The Cuarrman. Are there any further questions ? 

Mr. Youncer. Just one. 

The Cuarrman. Mr. Younger. 

Mr. Youncer. What is your average cost per day ‘ 

Mr. Rroxier. That varies in each community. 

Mr. Youncer. What is your average over the country ? 
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Mr. Ricker. I would say, basing it upon patients received from 
welfare or public assistance patients, it runs the gamut of anywhere 
from $4 a day anywhere up to $7 a day. New York City pays, I 
believe, $180 to $200-some per month, which, I believe, is about the 
highest rate. Of course, their costs are higher for operation. And 
throughout New York State I have t: ake n that up with the welfare, 
and we try to maintain an average of $5 per day. We cannot make 
any money on that basis. It is just about what it costs us to operate 
on that basis per day. But, of course, again, gentlemen, it varies with 
the community. In some communities it is lower. But generally the 
standard throughout the country, rents and other expenses, it runs 
about, for private patient care, from $7 a day up. Am I correct in 
that statement. 

Miss Stecer. That is correct. 

Mr. Ricker. I do not want to make a statement I am not quite 
certain of, but I have made studies of figures, and that is what it runs. 

Mr. Youncer. Thank you. 

Mr. Heseiron. In connection with the language changes that have 
been suggested, I notice that you use the phrase “proprietary nursing 
homes” while your association is “registered nursing homes.” T am 
wondering in the use of any language, would that include homes op- 
erated, for instance, by Sisters ? 

Mr. Rickier. No. We only take private homes in our association, 
and while we say registered may I explain that in using that name, 
before we accept any home in our association we see that ‘they comply 
with the standards that we have set up, that we believe are minimum 
standards. And on our advisory committees we have members in 
those communties, I think in practically every community, of the 
Welfare Department, of the Hospital Association, where we can 
secure a member. That is why we call it registered nursing homes. 

Mr. Heserton. In terms of any changes in the bill, which would be 
the phrase? a 

Mr. Ricker. Proprietary, meaning privately operated. 

Mr. Hesevron. Would that cover those operated by religious 
organizations ? 

Mr. Ricxurr. No. They are not proprietary. But, of course, sir, 
they come within the purview of 7341, or they could come within the 
purview of this bill too. 

Mr. Hesevron. If you used “nursing homes” that would cover all 
of them ¢ 

Mr. Rickter. That would cover all of them. But we are proprie- 
tary because we are operated on individual private capital, private 
investment. 

Mr. Hesevton. You mentioned the standards. 

Mr. Ricker. Yes, that is part of our constitution. 

Mr. Hesetron. Do you have any briefs you can furnish us on that? 

Mr Ricxter. No. Is that in our code? Our standards that we 
have, Mr. Case ? 

Mr. Case. Yes, we have a qualifying sheet. 

Mr. Ricker. We would be glad to leave it with the clerk, what 
our qualifications are. 

Not that I am here to laud our own association, but we have hon- 
estly made and do make a sincere effort, and any violation is subject 
to being removed as a member of the Nursing Home Association. 
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Mr. Hesetron. Thank you. 

Mr. Rickier. Thank you, sir. 

The Cuarrman. Are there any further questions / 

Will you tell me something of the organization of the National 
Association of Registered Nursing Homes, particularly with refer- 
ence to how many it consists of, how many States are represented, 
whether you hold national meetings, how the officers are elected, and 
particularly with reference to whether there is any other national 
organization of a similar kind. 

Mr. Rickier. May I answer that, sir. There is another organiza- 
tion known as the American Nursing Home Association, who ap- 
peared before this committee on H. R. 7341, who were meeting in 
Washington at that time. 

The CuHatrmMan. That is what I was endeavoring to find out, 
whether this was the same organization that met here at that time. 

Mr. Rickier. No, we are not. We are not the same organization. 
May I say this, that our organization is primarily organized on a 
county and State basis. In New York State and in most of the States 
membership in the State is automatically membership in the national, 
and part of the funds raised are contributed toward the national or- 
ganization. We have membership in 33 States. We meet regularly, 
quarterly, and we hold national conventions each year. Our national 
convention is in Columbus, Ohio, is that correct, for this year ¢ 

Miss Srecau. Not yet. 

Mr. Ricker. I know we are supposed to meet this summer in Co- 
lumbus, Ohio. 

Miss Srecau. It was in November. 

The Cuatrman. Do you publish reports of your annual meetings ? 

Mr. Rickier. Yes, sir, we publish a publication. 

The Cuarrman. You might send to us your last annual report. 

Mr. Ricker. We will be happy to doso. 

The CuarrMan. So we can get some idea of the organization and 
how it operates. 

Miss SrecaL. We will be very happy to do so. 

The CyHarrmMan. Furthermore, you have made suggestions for 
amendments to this bill. Instead of pointing out where the amend- 
ments should be made would it be possible for you to suggest amend- 
ments? In other words, to be more specific ¢ 

Mr. Ricker. I believe we could be more specific in the amend- 
ments that we would suggest, but, again, from your great number of 
years of experience, all of you gentlemen, in bills, and my previous 
work in bills, we feel the only thing that we ask to be included is that 
loans be made available to the proprietary nursing home. As the bill 
is at the present time, without going into a prolonged discussion, we 
feel that it only covers nonprofit organizations and nonprofit medical 
facilities. We have no objection to other features of the bill. It is 
only to the extent of the medical facilities to be included known as 
the nursing homes. 

Now we would be glad to draw recommendations and forward them 
to your committee, but I believe we discussed that this morning, did 
we not, sir, prior to our coming in, and I believe you understand our 
position in the matter. 

The Cramman. Very well. Are there any further questions? 
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If not, we thank you for your appearance here today, Miss Siegal, 
and the statement that you have made to the committee, and also ‘the 
statements that have been made by your gene ay 

Mrs. Hopkins, are you expecting to speak today, or is this the state- 
ment that you woul 1 otherwise have given ¢ 

Mrs. Horxtns This is the statement of our association. I am not 
prepared to speak. 

The Cramman. I want to say for Mrrs. Hopkins that she has, 
for a period of time, shown a ver Vv great interest in the work of this 
committee in this particular, and she has shown her interest in more | 
ways than one in connection with the inclusion of nursing homes. 
We would have been very glad to have heard from you, Mrs. Hop- 
kins, but we assume that since the president has spoken that carries the 
weight of the organization and we have had the benefit of the state 


ment. 
Mrs. Horxins Thank you very much, Mr. Chairman. If you do 
have extra time Mr. Manning, from a nursing home in Virginia, 


would like to h ive something personally to Say later. 

The Cnatrman. Will it take very long? 

Mr. Manninea. No, sir. 

The Cuarrman. Very well. Step right up front, sir, and give your 
name and residence and what, if any, position you occupy and in what 
apacity you testify. 


STATEMENT OF THURMOND W. MANNING. PORTSMOUTH, VA., FIRST 
VICE PRESIDENT, VIRGINIA ASSOCIATION OF NURSING HOMES 


Mr. Mannine. Thank you, Mr. Chairman and members of the com- 
mittee, my name is Thurmond W. Manning. I operate and direct a 
nursing home in the city of Portsmouth, Va., and I am speaking also as 
vice pre ssident of our Virginia Association of Nursing Homes. 

We certainly would never oppose anything that is to enhance the 

are of the patient. Regardless of how much and to what extent we 
wah | discuss this problem, our every though should revolve around 
the care of the patient pl: aced in our charge. 

The next consideration is how can that be done most ec onomically 4 
It seems to me, Mr. Chairman, that we have the nucleus for the care 
of our aged, but our people do need help. For the most part, the nurs 
ing homes were set up in the old mansion type gs lings, and certain 
ly I feel that, for the most part, the people that are operating these 

nursing homes are not primarily interested in financial gain. 

We are in a difficult situation in that we are, in a sense, doing busi- 
ness in the medical profession, and of course, as we all know, to be able 
to continue in a business we must show a profit. To show a profit we 
must advertise. Yet we were taught at Bellevue that in the medical 
profession we could not advertise, but that we could educate. 

If the proprietary nursing-home operator were to be granted this 
loan, as proposed, on a long-term basis, it certainly would help the 
economic situation, if we could get the loan on a long- term basis ata 
low rate of interest. We certainly would be able to pass that saving, 
so to speak, on to the patient, and I certainly hope that you gentlemen 
will see fit to help us because we are most desirous of doing the thing 
that we have set out to do. It seems to me that the very heart of our 
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American economy is based on the desire of the individual to take care 
of himself. 

I thank you very much. 

The CuarrMan. Are there any questions, gentlemen / 

Mr. Hesevron. I have one question. 

What is the general situation in terms of supervision by licensed 
physicians ? : 

Mr. Mannine. Mr. Heselton, it would be almost impossible to pin 
point the responsibility or delegate the responsibility to any one or 
ganization or group of people. We need teamwork. We need coop 
eration, cooperative efforts between the nursing-home administrator 
and the health, welfare, and educational authorities. The responsibil 
ity would lie with all of us. 

Mr. Hesevron. I have in mind that as the bill is drawn it refers in 
one portion to medical rehabilitation and convalescent facilities in 
which the patient care is under the professional supervision of persons 
licensed to practice medicine in the State. And at least as far as I 
know there are a good many instances where a person is not in the 
care of a doctor but still needs the services that are provided for 
in these nursing homes. Is that true? 

Mr. Mannino. Mr. Heselton, in our State it is a prerequisite that 
the patient be admitted to the nursing home by the doctor. 

Mr. Hesevron. The admission is under the doctor’s supervision, but 
s there any treatment necessary by a doctor or any supervision by a 
doctor once the pat ient has been admitted / 

Mr. Mannina. Yes, sir. There is a clinical chart kept on the pa 
tient, and the patient is not given an aspirin except by order of the 
patient’s physician. 

Mr. Hesevron. May I ask counsel, is that true generally speaking 
over the country / 

Mr. Rickurr. Yes. Of course, we must keep records the same as 
hospitals, that is, in all members of our organization. 1 cannot speak 
for some States because we are not familiar with them. But just as 
the question was answered by the witness, they cannot be admitted 
unless they are admitted by a doctor. They have got to be under the 
supervision of a doctor. The welfare patients are under the super 
vision of a doctor. A medical chart must be kept. There is a regulat 
provision the same as set up by the hospital association. The patients 
are sloned in and sloned out. the doctors sion them in and sion them 
out. As far as the medical aspects of the nursing home are concerned, 
I think, gentlemen, that the best way I can describe it is from my ex 
perience as counsel, and my own observations. This is the part of 
hospitalization where a patient is not in need of active medical care in 
most instances. The patient is, just what the word connotates, con 
valescent, and in the field of geriatrics, which, of course, is one of the 
reasons for this bill today, we are recognizing the increase of the age 
of people in this country and that facilities do have to be provided for 
them. But when they become seriously ill they should be transferred 
from the nursing home to the hospital. That is our belief and that is 
our standard and that is our code. 

The CuairmMan. Are there any further questions ? 

If not, we thank you for your appearance here today. 

Mrs. Hopkins. Mr. Rickler made a statement a while ago that I 
think was not clear. He said in the National Association of Registered 
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Nursing Homes we only hi: ud proprietary nursing homes as members. 
That is true as to active members, but as affiliate members we have the 
others who want to come on. We feel that the proprietary nursing 
homes have problems peculiar only to proprietary groups, so they 

are the active members; the nonprofit nursing homes who would like 
to profit from our experience and from the things we have in our 
meetings, we are glad to have them, but they are not full-fledged 
members. 

The Cuatrman. Do I understand, Mrs. Hopkins, the use of the term 
“proprietary” does not cover the entire field of nursing homes? 

Mrs. Hopkins. That is right. 

The Cuarmman. What term would you use ? 

Mrs. Hopkins. We say nonprofit and proprietary, down in Virginia. 

Mr. Rickier. They can be affiliated but not active members. I 
thought, in response oa: Mr. Heselton, he had asked me who were the 
active members of the organization. 

The Cuarmman. We thank you for your appearance today and the 
information you have given to the committee. 

Miss Sreau. Thank. you, Mr. Chairman. 

The Cuatrman. The next witness is Mrs. Evelyn G. Stone, chairman 
of the standards committee of the Missouri Association of Licensed 
Nursing Homes. 

Mrs. Stone, we will be glad to hear from you and those for whom 
you speak. You may proceed. 


STATEMENT OF MRS. EVELYN G. STONE, ST. LOUIS, MO., CHAIR- 
MAN, STANDARDS COMMITTEE, MISSOURI ASSOCIATION OF 
LICENSED NURSING HOMES 


Mrs. Stone. Mr. Chairman and members of the committee, my 
name is Evelyn Stone. I am here today through the kind coopera- 
tion of my Congresswoman, Mrs. John B. Sullivan, and with the per- 
mission of Mr. Wolverton. I am the past. president of the Missouri 
Association of Nursing Homes, serving in that capacity for two 
terms. Until recently I have headed the standards committee of this 
organization. I am a registered nurse and have owned and super- 
vised a private nursing home in St. Louis, Mo., since 1935. 

Through my experience with the Missouri Association of Nursing 
Homes and wor king with the public officials, professional groups and 
many committees that have studied the needs and facilities for the 

care of the chronically ill, I want to give you my views as to the 
application of this bill to the field in which T have worked. 

First of all, I am wholeheartedly in accord with the intent of the 
bill as I understand it. My remarks shall be concentrated on the need 
of facilities for convalescent care and chronic illness. The fact is 
already established that general hospitals cannot provide enough beds 
for this purpose. At the same time in my experience there are many 
professional people who see the problem and would like to help the 
situation but who are deterred by the impossibility of securing ade- 
quate financing for the building and equipping of such institutions. 

Many people have attempted to aid in the care of the chronically ill 
by operating nursing homes. Lack of funds to erect desirable build- 
ings and provide proper equipment have resulted in bringing about 
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deplorable situations where the solution is as difficult as the problem, 
and this through no fault of the thousands of sincere, capable, hard- 
working people who have been shouldering the obligation of provid- 
ing almost 100 percent of the care of our rapidly increasing aging 
popul: ition. 

Although for the past several years voluntary State nursing home 
associations have been concentrating on improving standards in these 
homes, it is still impossible to secure construction financing. Lending 
institutions will not classify these loans because they consider a one- 
purpose building as insufficient security, although they also seem 
to recognize the great need for the construction of such facilities. 
That is why more professional people have not deemed it possible to 
contribute their services and employ their talents in this ever-broad- 
ening field. 

By making funds available for use to these people it will result in 
the establishment of institutions of necessity requiring standards of 
operation that will be acceptable to voluntary prepayment plans. 
They will be located in areas most desirable to serve community 
demands. 

These funds will make it possible for persons who have been shou!- 
dering this responsibility of care to meet required standards of opera- 
tion and ultimate ly solve this problem of inadequate facilities, which 
is a national problem that is becoming increasingly serious. 

Those of us who are anxious to help ‘work out the problem of meet- 
ing the needs for improved patient care are glad to see the fine work 
of this committee, and hope you consider the amendment just offered 
to include proprietary nursing homes favorably. More than any other 
one thing, this type of legislation will improve the standards of opera- 
tion in medical fac ilities of all types, a goal much desired by all. 

I apprec iate the opportunity to appear and make this short state- 
ment before you. Wethank you. 

The CHarrmMan. We thank you, Mrs. Stone, for your appearance 
today. I assume that you are expressing your views in connection 
with this as distinct from whatever views the association of Missouri 
may have? Isthat right ? 

Mrs. Stone. Well, this is just my own personal views that I wanted 
to express today. 

The CHarrmMan. That is what I understood. 

I think maybe Mr. Muse has made some expression here in connec- 
tion with the form of the bill; I am not sure, but I will look into that. 

We certainly thank you for the inconvenience and the trouble you 
have gone to to be here today to give us your thoughts based on ‘the 
experience of 20 years of operating one of these homes, and we assure 
you that your views will be given consideration by the committee. 

Mrs. Stone. Thank you. 

The CuarrMan. I think that concludes all who are present to speak 
on this bill today, and, if so, we will adjourn until Monday morning 
at 10 o'clock. 

There will be no session tomorrow morning. 


47892—54 10 
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(The following information was submitted for the record :) 


AMERICAN OSTEOPATHIC ASSOCIATION, 
Washington 6, D.C., May 6, 1954 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, W ashington, D.C. 


Dear Mr. WoLverton: I think you will approve of our proposed amendments 
to H. R. 7700, as per the enclosed statement submitted for the record of the 
hearings, and I hope you will do what you can to secure committee approval of 
the amendments. 

Very truly yours, 
C.D. Swope, D. O., Chairman. 


ATEMENT BY C. D. Swope, D. O., CHAIRMAN, DEPARTMENT OF PUBLIC RELATIONS, 
AMERICAN OSTEOPATHIC ASSOCIATION 


Mr. Chairman and members of the committee, we understand that the time 
illotted by the committee for consideration of the Wolverton bill, H. R. 7700, 
relating to medical facilities mortgage insurance, is very limited, and in order to 


nserve the time of the cotmittee we respectiLully submit this statement for the 
record in lieu of personal appearance 

H. R. 7700 authorizes Federal insurance of mortgages held by private lending 
nstitutions on the medical facilities of organizations of physicians in group 
practice Group practice is defined as a formal organization of physicians which 


meets the following criteria: (1) The organization of physicians must have more 
than one specialty of medicine represented in the group; (2) there must be a 





joint use of office facilities and auxiliary personnel by the physicians in the 
group; (3) the group must have a formal organization for administration and 


financing; and (4) there must be a pooling of income by physicians in the group 


and a sharing of common overhead expenses with net payments to physicians 
made according to a preestablished plan. The minimum number of full-time 
phy ians and the minimum number and type cf specialties which would be 


required to constitute such a group would be prescribed by the Surgeon General 
of Public Health Service. 


There are a number of 


existing organizations of osteopathic physicians in 
group practice, and others might be expected to qualify under the above-men 


tioned provisions of the bill. The American Osteopathic Association has estab 


lished 10 specialty certifying boards. In 1952-53, 37 osteopathic hospitals were 
approved for 186 residences in the specialty fields of internal medicine, obstetrics 
and gynecology, roentgenology, diagnostic roentgenology, radiology, surgery, 





pathology, anesthesiology, ophthalmology and otorbinolaryngology, orthopedic 
surgery, urological surgery, psychiatry, neurology, neurosurgery, obstetrical 
gynecological surgery, and pediatrics. 

However, in defining the medical facilities which may be the subject of 
mortgages, the bill limits hospitals, diagnostic or treatment centers, personal 
health service centers, and rehabilitation facilities, to those facilities in which 
patient care is under the supervision of ‘persons licensed to practice medicine 
n the State.” Such limitations dilute the objectives of the legislation, insofar 
as they operate to disqualify medical facilities of otherwise eligible group 
practice units comprised of persons licensed to practice osteopathy and surgery 
n the State 

Similar limitations contained in the Hill-Burton Amendments, H. R. 8149, 
were revised by the House on March 9, 1954. We request similar revisions of the 
pending bill, as follows: 

\fter the word “medicine,” as used on page 4, lines 16 and 22 
4,%, and 18, insert the words “or surgery.” 

The language so revised would include persons licensed to practice medicine 
or osteopathy and surgery. 

The bill further requires that 60 percent of the mortgaged medical facility 
will be available to serve subscribers to group practice prepayment health serv 
ice plans. By automatically disqualifying all group practice units or projected 
group practice units unless 60 percent of their facilities are devoted to sub- 
scribers of prepayment plans, the bill establishes an unfair preference and seeks 
to impose a pattern of medical service. We, therefore, respectfully suggest that 
such requirement, subsection (d), page 18, lines 7 through 16, be deleted from 
the bill 


; page 5, lines 
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In view of the fact that the General Counsel of the Small Business Administra 
tion has recently ruled that group practice organizations of physicians are not 
eligible for assistance under the Aid to Small Business Act (15 U. 8S. C. A. 631 
650), which authorizes Federal cooperation (including immediate or deferred 
participation) with private lending institutions for financing small-business 
concerns, the pending bill would operate to remedy to some extent that apparent 
discrimination, and with the amendments, above mentioned, would serve to 
improve and increase the availability of medical facilities and services to the 
American people. 


Group HEALTH ASSOCIATION, 
St. Paul, Minn., March 15, 1954 
Hon. CHARLES E. WOLVERTON, 
House of Representatives, Washington, D.C. 


Dear Mr. WoLverton: Your letter to Mr. George W. Jacobson regarding H. R 


7700, has been referred to me for reply, during Mr. Jacobson’s absence from the 
city 

ur organization has been intensely interested in legislation of this type, to 
help prepayment health organizations finance needed facilities, for many years 
Our members have formally endorsed a similar measure, which would provide 
Government credit for such facilities. The proposal embodied in your bill, to 
provide insurance for private loans to construct such facilities, has not come 
formally before our membership, but as it is in harmony with the other proposal, 
I have no doubt that it will have their formal approval when they meet in April 

Our experience, extending over a period of 15 years of work with urban and 
rural health group ndicates that one of the greatest obstacles to providing 
needed medical services in rural areas is the problem of financing the costly 
facilities needed. If this problem could be solved, it is entirely possible that the 
other problems would become relatively insignificant 

I believe that it can be demonstrated that such loans, made to plans providing 
service on a prepayment basis, would be excellent risks, as the people who use 
such plans have indicated their willingness and ability to meet the full costs 
of the service if permitted to do so ona prepayment basis 

Sincerely yours, 
FREDRICK S. GRAM, 
Director of Public Relation 


STATEMENT WITH REFERENCE TO H. R. T7700 


My name is Edward B. Stevens and I am now and ever since the year 1837 
have been the business manager of Western Clinic, Perkins Building, Tacoma 
Wash., which is a private group clinic comprised of 12 physicians covering al 
of the major specialties and including general practitioners. The clinic is organ 
ized as a partnership and is owned by nine of the physicians on its staff. This 
group has been offering to groups of employed individuals prepayment medica 
care service agreements for more than 25 years last past In the past 5 years 
this coverage has been enlarged to include the dependents of group subscribers 
and during this year we expect to further extend our prepayment coverage by 
offering medical care to individual families on a prepayment basis. We have at 
the present time approximately 8,000 subscribers. Our care includes compre 
hensive medical and surgical care as well as hospitalization. Office calls, home 
calls, and all diagnostic procedures are included, as well as care for the more 
catastrophic illnesses 

Basing our opinion on the experience that we have gained in the operation of 
prepayment medical plans, we are satisfied that comprehensive prepayment 
medical care can be best and most economically furnished by private group 
clinics operating on a capitation basis for several reasons, some of which may 
be enumerated as follows: 

(1) There is absolutely no intervening agency, financial or otherwise, between 
the physician providing the service and the patient who receives it. In this 
manner medical care is not paid for on a fee basis and the sick patient does not 
become an asset to the doctor, but rather a liability. Therefore, it must follow 
that good economics demands the furnishing of the maximum amount of pre 
ventive medicine, periodic physical examinations and health education to the 
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subscriber. It also demands that the most modern methods available be used 
in caring for the patient so that he may be speedily returned to health and 
employment. 

(2) Inasmuch as practically all other types of prepayment medical care pro- 
grams are based on fee schedules which for the most part recognize as care only 
the routine sort of office procedures, such as care for a respiratory infection or 
the major surgical procedures, the use of modern diagnostic methods in the 
evaluation of the patient's case results in an additional billing by the physician 
to the patient. The physician is not adequately compensated through the use of 
fee schedules which give no recognition to the field of specialized diagnostic 
medicine and provide no compensation to the physician or reimbursement to the 
patient for the cost of periodical physical examinations or preventive medicine. 
This results in deterioration of the physician-patient relationship. 

(3) The financial arrangements between the patient and the doctor are so 
interwoven with the amount and quality of medical care or service which the 
patient may need that misunderstandings are created between the patient and 
the physician because of the intervention of a third party in the financial arrange- 
ments for care and because of the implied supervision by the third party of the 
amount and type of medical care which the patient may receive. This is true 
whether the third party is an insurance carrier or whether it is a nonprofit 
organization sponsored by organized medicine. It is only when a private group 
clinic offers prepayment medical care directly to the patient that there is no 
intervening factor between the physician and the patient. 

It is my opinion, therefore, based on the foregoing factors and on our experi- 
ence in prepayment that any type of legislation which will encourage the forma- 
tion of private group clinics for the purpose of furnishing prepayment medical 
and hospital care to persons or groups of persons, or which will encourage those 
private group clinics already in existence to recognize their responsibility to the 
patient for his financial health, as well as his physical health by going into pre- 
payment care is an important step forward in the distribution of medical care of 
the highest quality to the public at a cost which wil! be within their means. 

Respectfully submitted. 

Epwarkp B. STEVENS. 





PHOENIX MUTUAL LIFE INSURANCE Co., 
Hartford, Conn., May 14, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, 
House Office Building, Washington, D. C. 

DEAR Sir: Mr. Robert Bernheim, one of the partners in Urban Servicing Co., 
our mortgage representative in New York City, has forwarded to us for reply 
your recent letter requesting comments on House bill 7700 introduced by you. 

There can be little question but that facilities of the type referred to in 
H. R. 7700 in the main are in somewhat less than adequate supply throughout the 
country. In certain areas, of course, the lack of such facilities is so stringent as 
to very definitely become a matter of general public concern, Further, there can 
be little question but that private financing historically is not easily available for 
the production of such facilities primarily because of their special-purpose nature. 
In our opinion there is little question but that a plan patterned after the Fed- 
eral Housing Act in much the same manner as is proposed in H. R. 7700 could 
be a feasible means of stimulating the production of such facilities. In the case 
of our own company, while we have financed a very modest number of buildings 
owned and occupied by a cooperating group of doctors, I am sure that we would 
be wiiling to invest somewhat more substantially in such securities were they 
guaranteed in some such manner as is proposed. 

Having said as much, I trust we would not be out of order to make 3 or 4 
suggestions with respect to the administration of such a program. 

1. We assume without question that the objective insofar as arranging financ- 
ing is concerned is to make available to the interested parties not to exceed 90 
percent of the actual cost of land and buildings, including architects’ fees, carry- 
ing charges during construction, and such other usual items. We would assume 
that there is certainly no intention to make it possible for the borrowers to 
“borrow out” on any given project and certainly no intention to enable such 
borrowers to actually pocket a profit out of a loan. To avoid this possibility it 
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seems to us that commitments should be issued in the alternative, that is to say, 
a stated number of dollars or 90 percent of the actual cost of the project, which 
ever sum shall be the smaller. Borrowers, it seems to us, should be required to 
certify on oath at completion to the proper authorities the total cost involved and 
support any such affidavit with paid invoices, and perhaps even the private lender 
should be required to certify that such cost is correct to the best of his knowledge 
and belief. 

2. Would it be better to have the Secretary of Health, Education, and Welfare 
and the Surgeon General certify to the FHA any proposed project insofar as the 
health and welfare aspects of the proposal are concerned—that is to say, as to 
its probable propriety within the meaning of the bill, as to its need within the 
area involved, as to its compliance with the bill with respect to the ownership 
and operation insofar as meeting group practice requirements, etc. Having re- 
ceived such certification, the Federal Housing Authority could then proceed 
with the approval of the physical aspects of the structure, appraisal, planning, 
the underwriting of the moral risk, ete., carrying the project through to comple 
tion and continuing with the servicing thereafter in much the same manner as is 
now being done with respect to insured mortgages on housing as such. 

3. While there may be some disadvantages involved, it would seem to us that 
there are certain good objectives to be served by requiring that designated public 
health officials of the State in which such facilities are to be located should like 
wise be required to certify the soundness and the need for the facilities to the 
Secretary of Health, Education, and Welfare and the Surgeon General. 

4. Would it not be possible within the framework of the bill to offer an 
incentive to interested parties to invest somewhat more than 10 percent in the 
equity position. For example, if 10 doctors should form a cooperative group, 
each investing $10,000, they could quite possibly obtain an approval for a million 
dollar plant, or by investing $5,000 each, approval for a $500,000 plant could be 
obtained. A $500,000 plant would seem to be entirely adequate offhand for 10 
doctors and by and large 10 doctors should be able and willing to invest somewhat 
more than $5,000 each. This could be done by charging maximum rate of in- 
terest for a 90 percent loan, perhaps one-half percent less for a 75 percent loan, 
and still another one-half percent less for a 6624 percent or a 65 percent loan 
all based on actual cost. In addition, it would seem that the insurance premium 
could likewise be graded downward in a similar proportion. 

5. As we understand the proposed legislation, financing would be made avail- 
able only to persons or associations of persons who expect to own and occupy the 
facilities being financed. Certainly in this field we see no reason to make such 
financing available to persons or corporations who expect to own the facilities 
and lease them to doctors or associations of doctors. This it seems to us would 
open the way to come of the abuses which have crept into the FHA housing plan. 

We trust very much that the above will be of some small service to you and 
your cohorts in the consideration of this matter. If we can be of any further 
help, please let us know. 

Yours very truly, 
LYNDES B. STONE, 
Second Vice President 





Murua Service Lire INSURANCE Co., 
MUTUAL SERVICE CASUALTY INSURANCE CO., 
St. Paul, Minn., May 7, 1954. 
Hon. CHARLES A, WOLVERTON, 
House of Representatives, House Office Building, 
Washington, D.C 

My Drar Mr. Worvrrron: I am writing to express my views on behalf of the 
Mutual Service Insurance Co. of St. Paul, Minn., with respect to H. R. T7700 
which is now before your committee for consideration. I want to start out by 
saying that we hope very much that your committee will recommend this bill to 
the House of Representatives in substantially its present form. 

The information and data at our disposal are replete with evidence substantiat- 
ing the statement in your letter of May 5 that a serious shortage of medieal 
facilities exists in the United States today. There is also ample evidence indicat- 
ing that under present conditions satisfactory private financing for the con- 
struction of medical facilities is difficult to obtain. It seems to me that meeting 
this critical problem will require a combination of private financing and Federal 
yovernment support in the form of loan insurance or guaranties. 








146 PUBLIC HEALTH SERVICE ACT 


Everyone today is well aware of the tremendous contribution made by the 
FHA program toward providing housing for the people of our country. I fee! 
certain that had it not been for the FHA program, many communities through 
out the land would have been in desperate position from the standpoint of hous- 
ing their citizens. I feel strongly that a plan similar to the FHA program would 
provide the most effective means of meeting our present public health problem 
as it concerns the inadequacy of medical facilities 

One of the basic functions of our Mutual Service Insurance Co., is to kee) 
the funds of our policvowners invested in such a way as to assure security of 
principal and adequate return. Another criterion that our companies follow 
in their investment program is to invest our funds in such a manner as will most 
effectively serve the best interests of the policyowners to whom the funds belong. 
For these reasons we have been and will continue to be vitally interested in the 
possibilities of making investments which will contribute toward a solution to 
this broad public health problem which now prevails. 

There have been times in the past when we have considered mortgage loan ap 
plications where the proceeds would be used for the construction or improve 
ment of medical facilities. In most cases our desire to make such loans has 
been thwarted by the inadequacy of the security we feel we must have in order 
to maintain a sufficiently high standard in our mortgage loan portfolio. I 
believe that a program such as is contemplated under H. R. 7700 would con 
tribute a great deal toward improving the possibilities for our companies to 
consider mortgage loans for the purpose of improving and constructing medical 
facilities 

We are pleased to have this opportunity to express our views with respect 
to H. R. 7700. I wish to state again that in my opinion this would be a most 
constructive piece of legislation and I hope very much that it will be recommended 
to the House of Representatives by your committee. I firmly believe that if 
passed by the Congress this bill would contribute immeasurably toward the 
solution of one of the most pressing internal problems in our country I want 
to thank you for the opportunity of expressing the views of our organization in 
this matter. 

Very sincerely yours, 
MUTUAL SERVICE INSURANCE COMPANIES, 
F. F. RoNpbEAv, President 





AMERICAN LIFE CONVENTION, 
LIFE INSURANCE ASSOCIATION OF AMERICA, 
WASHINGTON OFFICE, 
Washington, D.C. May 12, 1954. 
Hon. CHARLES A. WOLVERTON, 
Congress of the United States, 
House of Re presentatives, 
Washington 25, D. ¢ 

DreAR Mr, Wotverton : We are replying to your letters of May 5 concerning 
H. R. 7700 which is presently under consideration by your committee 

No group in the United States has a greater interest in measures to improve 
the Nation’s health standards than the life-insurance companies. We have long 
been identified in many fields of endeavor devoted to promoting public health. 

Medical facility mortgages constitute an investment area into which a large 
volume of private investment funds have not always readily flowed because of 
the risks involved. The mortgage loan insurance plan offered in this bill should 
stimulate investment in such loans. 

The volume of investment money which might be attracted into this field at 
any given time would depend upon conditions existing in the capital markets at 
that time. We believe, however, that under present conditions the program 
proposed by H. R. 7700 should be attractive to investors such as life-insurance 
companies and thus would result in increasing the availabality of funds for 
medical facility loans. 

In the case of life-insurance companies, the field of permissible investment is, 
of course, subject to the limitations imposed by the laws of the several States, 
In some instances, these laws might restrict the ability of these companies to 
undertake the type of loan contemplated by the bill. For example, in some 
States life-insurance companies can make loans only on buildings used for 
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residential or commercial purposes, and medical-facility loans would qualify 
in such States only if the medical facilities were considered to be used for com 
mercial purposes. Again H. R,. T7700 provides for loans up to 90 percent of re: 
estate value, an amount which exceeds the loan to value ratio (usually 665% 
percent) permitted by State law While some 15 States except from this limi 
tation loans guaranteed by the United States Government or by an agency or 
instrumentality thereof, in most States the exception is limited only to FHA 
or VA guaranties and thus is not broad enough for the purposes of H. R. 7700 
Finally, H. R. 7700 authorizes leasehold mortgages and in a number of States 
life-insurance companies are not authorized to acquire this type of mortgages 

I trust that the foregoing constitutes the information you desire. If we can 
be of further assistance, please do not hesitate to call upon us 

Very truly yours, 





AMERICAN LIFE CONVENTION, 
(CLARIS ADAMS, 
Erecutive Vice President and General Counsel 


LIFE INSURANCE ASSOCIATION OF AMERICA 
EUGENE M. THort, General Counsel 


HE MARINE MIpLAND TRUST COMPANY OF NEW York, 


New York, N. Y., May 7, 1954 
Hon. CHARLES A. WOLVERTON, 


Chairman, Committee of Interstate and Foreign Commerce, 
House Office Building, Washington, D. ¢ 


Siz: IT should like to be recorded in support of H. R. T700 

I believe that the American public is entitled to good, comprehensive medical 
care at a cost that it can afford. I further believe that this should and can be 
done within the framework of the free-enterprise system of ours which, in my 
opinion, is the true greatness of this country 

A bill such as H. R. 7700 realistically recognizes one of the fundamental diffi 
culties in bringing to the public this type of medical care, that is, the almost 
insurmountable problem of getting the sizable amounts of capital necessary to 
construct the medical centers which are essential to modern scientific medical 
practice. Being so-called single-purpose buildings and being in a new field, 
the normal sources of mortgage money have been uninterested, placing a serious 
obstacle in the path of proper development of low-cost medical care for the 
American people within the framework of private enterprise. 

It is because a bill such as H. R. T700 would encourage private lending insti 
tutions to finance sound medical projects and would prove invaluable in bringing 
good comprehensive medical care to American families at a cost that they can 
afford that I feel it is to the interest of the country that it be passed 

Yours very truly, 
H. F. Vuiter, Vice President 


FARM BUREAU MUTUAL AUTOMORILE INSURANCE CO., 
FARM BUREAU MUTUAL FIRE INSURANCE Co., 
FarM BurEAU Lite INSURANCE Co., 
Columbus, Ohio, May 25, 1954 
Hon. CHARLES A. WOLVERTON, 
House Office Building, Washington, D. C 

DEAR CONGRESSMAN WOLVERTON: I sincerely appreciated having your letter 
relative to H. R. 7700. I want to say that we are very much in accord with 
what you are trying to do, and feel that this amendment to the Public Health 
Service Act will render an invaluable service to the public 

We are indeed interested in the whole development of plans to bring to the 
American people greater facilities for obtaining comprehensive medical care on 
a prepaid basis. We have also recognized that a major obstacle to the realiza 
tion of that objective is the lack of adequate sources for investment in the capital 
costs of medical-care centers. Our companies have recently adopted a policy of 
taking mortgages on the property of, or making term loans to, cooperatively 
organized medical-care plans, when prudent business judgment indicates that 
such mortgages or loans are sound investment for our companies 








148 PUBLIC HEALTH SERVICE ACT 


We heartily endorse your proposal and if there is anything in addition which 
we can do in support of it, I hope that you will not hesitate to correspond with 
me. 

Sincerely, 
Morray D. LINCOLN, President. 


THE BowErRY SAVINGS BANK, 
New York, N. Y., May 25, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Comittee on Interstate and Foreign Commerce, 
House of Representatives, House Office Building, Washington, D. C. 

Dear Mr. WoLvERTON: In answer to your request for a written expression of 
my views as to whether a Federal mortgage-insurance program for medical 
facilities, with terms similar to the present Federal housing-insurance program, 
might encourage private lending institutions to extend credit in cases where 
the lender is satisfied as to the credit standing and financial responsibility of 
the borrower and the borrower’s ability to service the loan out of earnings, as 
proposed in H. R. 7700, the following are my thoughts in connection with the 
proposal : 

It is generally recognized that mortgage investment funds are not readily avail- 
able for special-purpose properties, which category would include medical facili- 
ties. With the sort of loan-insurance program, similar to the Federal housing- 
insurance program, as proposed in this bill, and with the present availability of 
mortgage investment funds, it would seem that financing of medical facilities 
under such a program might be more readily obtained. However, the provision 
in section 706 (3), stating that “in making his determination of the mortgagor’s 
financial responsibility and ability to repay the obligation, the Surgeon General 
may rely upon the recommendations of the mortgagee’; should be eliminated 
and the full responsibility for making the determination of the mortgagor’s 
financial responsibility and ability to repay the obligation should be that of the 
Surgeon General. Obviously, he should be in a much better position to make 
this determination, and should, in effect, set up administrative procedures 
sufficient to make such determination before insuring the loan. 

Mortgage lenders in general, while conversant with many types of property 
operation and management, are in no position to make a determination such as 
is contemplated in the wording above quoted. 

It would seem that with the deletion of this provision, mortgage investment 
capital might be attracted to the financing of such facilities. 

Very truly yours, 
HaRry HELD, Vice President. 





IpAHO ASSOCIATION OF LICENSED NURSING HOMES, INCc., 
Caldwell, Idaho, February 20, 1954. 
Hon. GrRaActTEe PFOst, 
House of Representatives, Washington, D. C. 


Dear MApAM: I am writing to you as secretary of the Idaho Association of 
Licensed Nursing Homes, Inc., in regard proposed Federal legislation allowing 
grants to private nonprofit nursing homes under the Hill-Burton Act. 

Please be informed that it is our opinion such outright grants are detrimental to 
proprietary nursing homes and detrimental to the cause of private enterprise. 
It places the Government in a position of competing with private nursing homes. 
We feel that private nursing homes are in a better position to provide the neces- 
sary personal care and medical attendance required by the occupants of the 
numerous nursing homes over the United States, particularly in the State of 
Idaho. 

We feel that if the Government shall be placed in a position of active compe- 
tition with us, that we should be given the weapons to compete with the Goy- 
ernment. That is, proprietary nursing homes be made the proper subject and 
title for FHA-type loans that will allow a nursing home administrator to borrow 
90 percent of the equipped value of a nursing home for 40 years at no more than 
5 percent interest. It is our understanding that bill H. R. 7700, as amended, 
includes the provision above stated to allow FHA type loans for proprietary 
nursing homes. 
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We urge your support in this matter which is so important to private enterprise. 
Very truly yours, 
Mrs. ANNA E. Frint, Secretary. 


CRESTWOOD CONVALESCENT HOME, 
Mount Vernon, N. Y., April 19, 1954. 
Representative RALPH A. GAMBLE, 
House of Representatives, Washington, D. C. 

DEAR MR. GAMBLE: A successful proprietary nursing home business is one which 
gives a great deal of satisfaction to the operator. The care of the aged and infirm 
has become one of national importance. I attended recently a conference in 
Washington held by the national committee on the aging of the National Social 
Welfare Assembly on the question of methods of establishing and maintaining 
standards in institutions for older people. 

If Congressman Wolverton’s House bill H. R. 7700 is passed by the House it 
would be possible for many proprietary nursing home operators to expand their 
present limited facilities and would in turn help in the solving of this very great 
problem of care for our older people. 

I am writing to ask if you will do all you can to try to help the passage of 
this bill H. R. 7700. Your effort will be greatly appreciated. 

Very truly yours, 
ANNA M. McCRACKEN. 


CRESTWOOD CONVALESCENT HoME, 
Mount Vernon, N. Y., April 19, 1954. 
Representative RALPH A. GAMBLE, 
House of Representatives, Washington, D. C. 

DEAR MR. GAMBLE: It was my pleasure to attend the first regional conference 
held in Washington by the national committee on the aging of the National Social 
Welfare Assembly, on the question of methods of establishing and maintaining 
standards in institutions for older people. 

I have owned and operated a proprietary nursing home for the past 10 years. 
I know this type of home holds a very definite place in the future plans for the 
eare of older people. As a result, I am greatly interested in Congressman 
Wolverton’s House bill H. R. 7700 which should make it possible for many nurs- 
ing home operators to expand present limited facilities. Consequently, more of 
these aged and chronically ill may then be cared for in homes where a homelike 
rather than institutional-like atmosphere prevails. 

I am writing this to ask your help in trying to pass this bill H. R. 7700. I and 
other nursing home operators will be very grateful for all you can do to help us, 

Very truly yours, 
MovRIEL M. HEPNER. 


AMERICAN MEDICAL ASSOCIATION, 
Chicago, Ill., April 26, 195 4. 
Hon. CHARLES A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D.C. 


Dear Sir: I would like to take this opportunity on behalf of the American 
Medical. Association to submit for your consideration our views concerning 
H. R. 7700, 883d Congress, which is currently being studied by your committee. 

The stated purpose of the bill is to amend the Public Health Service Act to 
provide mortgage loan insurance for hospitals and other medical facilities used 
in connection with voluntary prepayment health plans. 

The bill would seek to achieve this purpose by aythorizing the Surgeon General 
of the United States Public Health Service to provide, through the mechanism 
of a Federal medical facilities mortgage insurance fund, Federal mortgage in- 
surance of private loans for the construction of additional hospitals and related 
medical facilities supplying voluntary, prepayment, group practice medical care. 
The bill would also require that at least 60 percent of the insured facilities be 
available for serving members of group practice, prepayment health plans. It 
provides further that the aggregate amount of all outstanding mortgages could 
not exceed $1 billion, except that the President could authorize an increase of an 
additional one-quarter billion. 








150 PUBLIC HEALTH SERVICE ACT 


In view of the aggregate amount of outstanding mortgages authorized to be 
usured, it is quite obvious that this bill contemplates something far broader 
than an experimental program. 

The American Medical Association is Opposed to the proposal for a number of 
reasons, the first and most important of which is the fact that there is no 
proved need for this type of legislation. To the extent that it would provide 
guaranteed loans for the establishment of “personal health service centers” and 
“offices for physicians and dentists” it definitely represents intrusion by the 
Federal Government into a field where the job is now being done adequately by 
private enterprise. Even in the smallest communities, experience has demon- 
strated that ample funds are available for these purposes from private sources, 
and that there is no need or desire for Federal governmental guaranties. 

On the contrary, our records indicate many examples of communities building 
facilities to attract young physicians and providing agreeable arrangements with 
regard to rentals and purchase. This is a growing practice in remote areas, 

Another of the stated objectives of the bill is to encourage group practice or, 
more precisely, “to increase the opportunities and facilities by which doctors 
may associate themselves together in groups, partnerships, and other private 
initiative arrangements.” The question immediately arises as to the advis- 
ability of enacting legislation through which the Federal Government will throw 
its weight behind a particular form of medical practice, i. e., group practice, as 
against the individual practitioner. We do not consider this advisable, and urge 
that the implications of such a policy be thoroughly explored prior to any action 
in this respect. The American Medical Association, representing as it does over 
140,000 physicians, many of Whom are in group practice and many of whom are in 
solo or individual practice, considers it inadvisable for the Federal Government 
to enact legislation favoring a particular segment of the profession. 

For the foregoing reasons, the American Medical Association does not recom- 
mend favorable consideration of H. R. 7700, 83d Congress. 

Sincerely yours, 
GeorRGE F, Lutr, M. D. 
Secretary and General Manager. 





(The following letter addressed to Mr. Chad F. Calhoun, Vice Presi- 
dent, Henry J. Kaiser Co., was transmitted to the committee in reply 
to the chairman’s request for comments on H. R. 7700 :) 


MorrGace BANKERS ASSOCIATION OF AMERICA, 
Philadelphia 2, Pa., May 5, 1954. 
Mr. CuHapb F. CALHOUN, 
Vice President, Henry J. Kaiser Co., 
1625 I Street NW., Washington, D.C. 


Dear Mr. CALHOUN: While in Washington Monday I discussed with Mr. 
Samuel E. Neel, our Washington counsel, your letter to me of April 27, 1954, about 
Congressman Wolverton’s proposal to provide mortgage loan insurance for 
hospitals and medical facilities, H. R. 7700. In addition, I have personally 
studied the data you sent with your letter. 

It is my personal opinion that the plan proposed has merit. It has been my 
experience that financing hospitals is a difficult undertaking for two reasons: 
(1) the management of a hospital is a very specialized operation that few, if any, 
mortgage lenders know anything about with the consequent fear that in the event 
of default they will have an unknown problem on their hands, and (2) there is 
a public-relations problem to consider. A large, national mortgage lender is 
always fearful of public reaction if a foreclosure is necessary on a property that 
involves the health and welfare of the general public. Mr. Wolverton’s proposals 
for insuring mortgages secured by this type of property would eliminate both the 
limiting factors I have just mentioned. 

To carry on with your request that the Mortgage Bankers Association interest 
itself in this proposed legislation, I asked Mr. Neel to prepare an analysis of the 
proposed bill and to forward his analysis with all other supporting data he feels 
is appropriate to the individual members of our executive committee for their 
comments and criticisms. We should have our committee’s reactions within a 
reasonable time and I will forward them to you as soon as we have been able to 
get an expression of opinion. As stated above, my own personal reaction is 
favorable. 

Very truly yours, 
W. A. CLARKE. 
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DEPARTMENT OF HEALTH, EDUCATION AND WELFARE, 
Washington, D.C 
Hon. CHARLES A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives 

Dear Mr. CHAIRMAN: This letter is in the nature of a supplemental report on 
H. R. 7700 on which we commented in our letter of April 8, 1954. 

In our earlier report, we expressed our support, in principle, for the proposal 
to utilize the mortgage loan insurance approach to suppliment other efforts for 
relieving the shortage of health facilities in this country, provided that the 
feasibility of the proposal as a self-sustaining program could be demonstrated 
We further expressed the view that such evidence of feasibility should extend 
beyond the financing of facilities sponsored by service prepayment plans of the 
group practice type. The evidence of which we were at that time aware did not 
enable us to reach a definite conclusion on the score of financial feasibility. Under 
the circumstances, we felt unable to express any definitive position on the bill, 
even if we could assume that certain other problems, mentioned below, could be 
satisfactorily resolved. 

In addition, while recognizing the value of group practice prepayment plans, 
we objected to section 706 (d) of the bill. That provision, while apparently 
intended to assure the financial soundness of insured mortgages, in our opinion so 
oriented the bill as a whole that the Federal Government would be favoring one 
pattern of voluntary prepayment plan and one pattern of medical practice to the 
exclusion of other sound approaches to the problem of making good medical care 
accessible to the people. We also questioned the apparently mandatory require- 
ment that insurance be granted in every instance in which certain statutory con- 
ditions were met, and suggested that serious consideration be given by our com 
mittee to certain other financing provisions of the bill and to the question where 
the principal responsibility for administration of the program should lie. 

You have requested this supplemental report in the light of the following 
developments : 

(1) The proposal that section 706 (d), in its present form, be deleted ; 

(2) The testimony and statements received by your committee concerning 
probable use and financial feasibility ; 

(3) The numerous discussions which we have held with you and other 
members of your committee, members of the committee staff, and outside 
groups interested in the bill, which resolved some of the questions raised 
by us. 

You have asked that we make suggestions for improvement of the bill. 


SECTION 706 (D) 


As indicated above, our earlier report stated: “If section 706 (d) and related 
provisions were deleted so as clearly to orient the bill toward encouragement, 
without discrimination, of the private financing of needed health service facili- 
ties, we would favor the proposal in principle, provided that the feasibility of the 
proposal as a self-sustaining program could be demonstrated.” 

It is now proposed that section 706 (d) in its present form be deleted. Since 
section 706 (d) Was apparently designed to assure a continuing source of rev- 
enue from the facility operated by the borrower, substitute language to achieve 
the same function might well be adopted. We would not object, in this language, 
to recognition of the fact that prepayment-plan subscriptions offer such a source 
of revenue. 

FINANCIAL FEASIBILITY AND USI 


Your committee has received evidence that health facilities can offer a field for 
sound private investment, when there is evidence of a continuing demand 
for the health services to be offered in such facilities by those who are able to 
pay for them, whether through a sound prepayment plan or otherwise. While 
the testimony was concerned primarily with so-called clinics (also called diag- 
nostic and treatment centers, ete.), and while hospitals and rehabilitation cen- 
ters, because of their more highly specialized nature, might be less attractive as 
investments, we are persuaded that the same tests for sound investment can be 
successfully applied to them, and we therefore believe that they should con- 
tinue to be included in the bill. 

In appraising this evidence, we are encouraged by several recent letters from 
banking and insurance institutions, and from the American Life Convention and 
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the Life Insurance Association of America, which indicate that the enactment 
of a bill along the lines of H. R. 7700 would encourage and stimulate private lend- 
ing institutions to finance sound medical projects. This stimulus would be en- 
hanced if certain State law limitations on investments by such institutions, 
mentioned in the correspondence referred to, were relaxed in the case of Gov- 
ernment-insured or guaranteed loans. 

While your committee is in a better position than this Department to appraise 
all of the evidence before it on this score, we see no further reason for qualifying 
our endorsement of the principle of this bill by a reservation on the question of 
feasibility as a self-sustaining program. 


OTHER QUESTIONS 


(a) Insurance should be discretionary.—We should like to reiterate the recom- 
mendation made in our earlier report, that mortgage insurance in any case should 
be a matter of discretion rather than a mandatory duty. This would seem to be 
essential if the program is to be administered with a view to accomplishing its 
objectives. We therefore, recommend deletion of the phrase “and it shall be 
his duty” in sections 704 (a), 706 (a). 

(b) Program ceiling.—Section 704 (b) of the bill provides that the aggregate 
amount of principal obligations of all mortgages insured and outstanding at any 
one time shall not exceed $1 billion, except that, with the approval of the Presi- 
dent, this ceiling may be increased by another $250 million. In view of the fact 
that this is an entirely new program involving a relatively untried field, we would 
urge a more limited obligation ceiling, which could be amended by subsequent 
legislation if the program were operating successfully. We recommend substi- 
tuting for the above-mentioned ceiling figures $200 million and $150 million 
respectively, thus making the aggregate program ceiling $350 million. 

(c) Types of facilities —Careful consideration needs to be given to the type of 
facilities which may be insured under the program. 

In this connection, it is difficult to see any distinction between the facility con- 
templated by the proposed section 702 (c) (diagnostic or treatment center) and 
that proposed by section 702 (d) (personal health service center), and it may be 
advisable to eliminate the one or the other from the bill. Further refinement of 
the definition of the term used also seems necessary. 

The inclusion in the bill (sec. 702 (a) (5)) of “offices for physicians and den- 
tists for the provision of personal health services to ambulatory patients,” unless 
more closely circumscribed than it is in the bill, could lend itself to the use of the 
mortgage-insurance program for purposes for which it is not needed, such as the 
financing of so-called medical buildings in which offices are to be rented out to 
medical practitioners having no relation to one another, or for the equipment of 
individual doctors’ offices in urban communities. At the very least, we believe 
that the provision for individual offices should be confined to doctors’ and dentists’ 
offices or so-called solo clinics in rural shortage areas. 

The committee may wish to consider the inclusion of nursing homes as eligible 
facilities. 

(d) Degree of risk borne by lendcr.—As the bill stands, insurance on a medi- 
cal facility would cover 100 percent of the principal amount of the mortgage (or 
99 percent where the mortgage itself assumes the burden of foreclosure proceed- 
ings). We recognize that there is precedent for this in the housing program 
and, formerly, in the ship mortgage insurance program. We are aware also that 
other factors, including the lower interest rate on debentures with which insur- 
ance is paid, the fact that mortgage insurance does not cover delinquent interest, 
the doubtful value of the certificate of claim which is received in addition to the 
debentures, the 1 percent deduction feature where the lender does not effect the 
foreclosure, and the adverse effect on the lender's prestige, do give the lending 
institution some incentive to observe due diligence in connection with approval 
of such loans, the servicing of the mortgage, and otherwise protecting the loan. 
Underlying this general problem is, of course, the fact that the 100 percent 
guaranty under the housing insurance program (with certain exceptions) would 
make that a more liberal program, and that the loan applications under this 
program would be in competition with housing loans, although this might be 
counterbalanced by the higher interest rate possible under the program proposed 
by H. R. 7700. 

On the other hand, we are inclined to the view that the specialized nature of 
medical facilities, and their ether unusual characteristics from an investment 
viewpoint, require particularly close screening of each borrower by the lending 
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institutions and by the agency responsible for the administration of the program 
Insofar as the lending institution is concerned, this argues for strengthening the 
above-mentioned incentives for the exercise of due diligence to the extent feasible 
without seriously jeopardizing the objective of stimulating the construction of 
medical facilities. Furthermore, the administration has recently taken the 
position, in connection with the ship mortgage insurance bill, that Government 
loan insurance should not, in general, guarantee as much as 100 percent of the 
loan. We therefore recommend that the insurance proposed by the bill be re 
duced from 100 percent to some lesser percentage of the face amount of the loan 
The Bureau of the Budget, in the light of general administration policy and 
experience with other programs, recommends in this connection that the maximum 
‘ insurance per loan be changed to 90 percent. And we further suggest that this 
; reduced percentage be fixed in terms of a ceiling, with discretion in the Secretary 
; . to fix lower percentages for some or all facilities, as the risks involved, the nee« 
i for the type of facility, the mortgage market, and other relevant factors may 
§ indicate 
In conjunction with this percentage coinsurance feature, other devices might 
be considered—such as extending the term of the debentures to be received by the 
lender upon a default from 10 years to 20 years. 


~ 


(e) Statutory ceiling on amount of insured mortgage loan The proposed 
section 706 (a) (6) (B) provides that the insured mortgage shall not involve a 
principai obligation in excess of 90 percent of the estimated value (including the 
land, proposed physical improvements, etc.) of the project upon completion, nor 
100 percent of the estimated cost of the completed physical improvements 

We believe that it should be clearly stated in the legislative history of the bill 
that this is a ceiling only, and that the administration of the program would not 
be obliged in any respect to adopt the ceiling as the usual loan-value ratio. 

More fundamentally. we question whether a 10 percent equity is of sufficient 
magnitude to assure sound loans. Particularly in the field of medical facilities, 
where the soundness of the loan may depend less on the physical project than 
the quality of the borrower, we believe a lower loan percentage ceiling should 
be established. We would suggest a ceiling of 80 percent rather than 90 percent. 

Another amendment which would seem advisable is a provision requiring 
immediate repayment of so much of the mortgage loan as exceeds the actual 
cost, or approved percentage of actual cost, of the completed project. 

(f) Interest and premium ceilings.—The bill fixes a premium ceiling of 1% 
percent per annum of the principal obligation of the mortgage outstanding at 
any time and a ceiling of 6 percent or, if the mortgage market demands it, 644 
percent per annum on the interest rate (exclusive of premium charges for 
insurance) on insured mortgage loans. This would permit a total charge to the 
mortgagor of as much as 8 percent per annum 

It is questionable whether any statutory ceiling on the interest rate is desir- 
able. On the one hand, any such ceiling would probably have to be higher 
than currently necessary, in order to leave room for fluctuations in the mortgage 
market and other special circumstances, and also take account of the coinsur- 

€ ance factor above suggested. On the other hand, any statutory ceiling, though 
higher than might be called for by the current mortgage market alone, would 
tend to become the norm in practice. This might be avoided by deleting the 
statutory ceiling and leaving the matter to administrative discretion. If the 
committee should, however, decide on a given statutory ceiling, the committee 

' might wish to consider permitting the administering agency to raise this ceiling 
if the mortgage market, and the need for facilities, should demand it. 

In any even, if a statutory interest ceiling is fixed, we believe that the legis- 
lative history should emphasize that these provisions do not preclude the ad- 
ministering agency from establishing by administrative action a lower maximum 
interest rate as a condition of granting mortgage insurance. 

We believe that the 1%4 percent maximum premium rate fixed in the bill 
should be retained, although experience might prove that a lower rate could be 
charged. However, since this rate is a ceiling, a statutory guide for fixing the 
rate within this ceiling so as to make the program self-sustaining seems advis- 
able. Also, different premium rates might in actual administration be set for 
different risks or for different coinsurance percentages. We therefore suggest 
that the Committee consider amending page 19, lines 9 and 10, of the bill, along 
the following lines: 

“authorized to fix premium (a) charges for the insurance of mortgages 
under this title at rates which in his judgment are adequate to cover 
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administrative expenses and reserves for probable losses, but in the case 
of any mortgage”. (New matter is underscored and matter to be deleted 
is in brackets. ) 
It should be understood, however, that, pending the accumulation of experience 
we would probably feel constrained to charge the 144 percent rate in cases in 
which maximum insurance is provided. 

(9g) Individual mortgage loan ceiling.—The proposed section 706 (a) (4) of 
the bill provides that an insured mortgage shall involve a principal obligation 
(including such initial charges, appraisal, inspection, and other fees as the 
administering agency may approve) in an amount “not to exceed $5 million.” In 
view of our proposal to reduce the program ceiling to $200 million with an addi- 
tional amount of not more than $150 million upon approval of the President, and 
in order to promote the purpose of the bill to relieve the shortage of medical 
facilities throughout the country, we recommend that the individual-loan ceiling 
be reduced from $5 million to $3 million. Such a ceiling, together with the 
proposed loan-value-ratio ceiling of SO percent, should be adequate to take care 
of most projects which might be considered under this program and at the same 
time would allow a more equitable distribution of medical facilities throughout 
the country under the bill. 

In addition, we would suggest that the legislative history make clear that 
whatever figure is fixed in the bill is merely a maximum figure and does not 
preclude the administering agency from fixing administratively a lower indivi- 
dual-loan ceiling. 

(h) Maturity of mortgages.—The bill provides for a maximum maturity of 40 
years on insured mortgages. While this is a maximum, and a lower maturity 
could be used in actual administration, we believe that, in view of the problem 
of obsolescence of mortgaged facilities and other factors, the statutory maximum 
should be reduced to 30 vears. 

(i) Projects completed prior to approval of insurance.—The proposed section 
704 (c) and (d) (p. 18 of the bill) seems to contemplate that, for a transitional 
period, a limited amount of insurance be granted with respect to projects com- 
pleted prior to approval of the application for insurance. This does not appear 
to be required in order to promote the objectives of the act. We recommend, 
instead, that insurance be limited to mortgage loans to finance facilities con- 
structed or purchased subsequent to approval for insurance. 

(j) Responsibility for administration.—In our report of April 8, 1954, we 
raised the question whether, in view of the important financial, mortgage, and 
real-property-law aspects of the proposed program, primary responsibility for 
administration of the program should be vested in this Department or in some 
agency already experienced in the mortgage-financing field, with allocation of 
appropriate responsibility for the health aspects of the program to this Depart- 
ment. 

After further consideration of this question, we believe that, having regard 
to the program objectives of the bill, the desirability of effecting coordination 
with other programs administered by this Department and with the proposed 
reinsurance program (H. R. 8356), the considerations in favor of vesting ulti- 
mate program responsibility in this Department outweigh those for placing it 
elsewhere. At the same time, we believe it desirable to utilize to the optimum 
extent, in connection with the purely fiscal, mortgage, real-property law, and 
related technical aspects of the proposed program, other agencies and institu- 
tions having substantial experience and resources, facilities, and personnel in 
handling such matters. The proposed section 705 (b) appears to be adequate 
for that purpose. 

There remains the question whether program responsibility should, as proposed 
in the bill, be vested in the Surgeon General, subject to the Secretary's super- 
vision and direction, or vested directly in the Secretary. As you know, the Secre- 
tary has full power, in connection with program functions vested in the Secre- 
tary, to delegate to constituent units and the heads of such units the performance 
of such functions as may be considered appropriate. We believe the Public 
Health Service should concentrate on the health aspects of the program. We, 
therefore, suggest that throughout the bill program responsibility be vested in 
the Secretary rather than the Surgeon General. This change in the bill would 
not require that the statutory provisions be outside the Public Health Service 
Act. 

(k) Technical amendments.—The bill needs further careful consideration 
from the point of view of its technical provisions, and staff of this Department 
would be glad, if the committee so desires, to assist the committee staff and 
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legislative counsel in working out perfecting amendments. For example, we 
suggest an amendment which would incorporate in this bill the same provisions 
as contained in sections 401 (¢) and 402 of the reinsurance bill (H. R. 8356) 
These would authorize the Secretary to “determine the character and necessity 
of expenditures from the fund and the manner in which such expenditures are 
incurred, allowed and paid, subject to provisions of law specifically applicable 
to wholly owned Government corporations,” and would provide for 
budget, for an integral set of accounts, and for annual audits by the General 
\ccounting Office in accordance with the principles and procedures applicable 
t. commercial corporate transactions as provided by section 105 of the Govern 
ment Control Act 

Another necessary technical amendment which should be mentioned is the 
deletion of the second proviso to the first sentence of the proposed section 703 
(d) (p.°11, lines 10-20). The substance of this proviso was, through apparent 
inadvertence, taken from section 304 (b) of the Defense Production Act, as 
amended, which is unrelated to mortgage-loan insurance, It is not to be found 
either in the mort ims administered by the HHEA or in 
any other Federal loan insurance program, and serves no appropriate function 
n the present bill 

Also, consideration should be given to the question whether facilities for which 
grants under the hospital survey and construction program have been made 
should be eligible for insured loans under the program proposed in the bill, and 
vice versa 


a business 
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On the basis of the developments stated at the outset of this letter, and with 
the further changes recommended herein, we would recommend enactment of 
H, R, 7700. We believe that the principle of Federal mortgage-loan insurance, 
applied under the bill (modified as proposed herein), would serve to stimulate 
the construction of much needed medical facilities for the service of the people 

We are advised by the Bureau of the Budget that it perceives no objections 
to the submission of this report to your committee. 

Sincerely yours, 
NELSON A. ROCKEFELLER, 
icting Secretary 


(Whereupon, at 12 noon, the committee was recessed, to be recon- 
vened at 10 a. m., Monday, May 10, 1954.) 





